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INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVING GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 


MONDAY, MARCH 19, 1951 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 346, 
Old House Office Building, Representative Porter Hardy, Jr., pre- 
siding. 

Present: Representatives Hardy, Bolling, Shelley, Lantaff, Hoff- 
man, Riehlman, and Meader. 

Also present: Ralph E. Casey, counsel for the subcommittee. 

Mr. Harpy. Let the hearing come to order. 

Let the record show that a quorum is present. 

I think I ought to make a brief statement concerning this hearing. 
Under the Legislative Reorganization Act of 1946 the Committee on 
Expenditures 1s charged with the duty and the responsibility of exam- 
ining Government operations at all levels with a view to determining 
economy and efficiency. That is a major function assigned to this 
subcommittee. 

Shortly after the outbreak of the Korean War, and with the pros- 
pect that appropriations of billions of dollars would become necessary 
in the strengthening of our national defense, Chairman Dawson as- 
signed to this subcommittee the responsibility of studying all aspects 
of expenditures under the national defense appropriations. 

In line with that responsibility, this subcommittee has concentrated 
its efforts on these phases of national defense expenditures when action 
now, either by the departments or by the Congress, will prevent un- 
necessary expenditures of public funds. If possible, we want to close 
the door before the horse is gone. 

The first logical step in that direction is to try to make sure that as 
many as possible of the mistakes of the last war are not repeated this 
time. By their very nature, certificates of necessity—and I hope 
testimony here today will amplify this—will have a profound effect 
on the cost of our defense program and on our national economy for 
years to come. 

With this thought in mind, the staff of this subcommittee was 
directed early this year to make a study of the practices and proce- 
dures under which certificates of necessity were and are being issued 
in the current emergency. 
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2 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


About the middle of January an informal meeting was held at which 
representatives of the various agencies concerned w ith these certificates 

gave the members of this subcommittee some idea of the problems that 
are involved. The paramount impression gathered by the members of 
the subcommittee at that meeting was that there was a tremendous 
amount of money involved in the granting of these certificates of 
necessity. 

It was pointed out that during the period from December 1, 1950, to 
January 15, 1951, there had been almost 1,600 applications for certifi- 
cates of necessity, totaling an amount of something over $5,700,000,000. 
Of these applications, 205 had been granted, and the amount repre- 
sented by those 205 was approximately $1,800,000,000. 

During that same period 214 loan applications were received for 
amounts totaling approximately $1,000,000,000. 

The hearings opened today are designed primarily to ascertain the 
general policies and principles being followed in the approval of 
certificates of necessity and the granting of loans under section 302 
of the Defense Production Act. 

We may inquire also into the facts of specific cases primarily to 
ascertain whether these principles and policies are being followed 
and whether or not the principles and policies and procedures may 
justify some scrutiny and some revision. 

Now, we invited this morning representatives from Mr. Wilson’s 
office, from General Harrison’s office, and from the RFC. I think 
perhaps we ought to start off with the representative from Mr. Wil- 
son's office. Mr. Wilson himself wasn’t able to be here. 

Mr. Howse and Mr. Bergson, I believe, are going to represent Mr. 
Wilson. Will you gentlemen come forward and any others you may 
want to bring with you. 

I think first we probably ought to get as clear an understanding as 
we can of the part which Mr. “Wilson’s office plays, first of all, with 
respect to certificates of necessity, and then we may want to do the 
same thing with respect to defense production loans. 

I think we ought to establish the relationship between the different 
agencies and the function which each agency performs in connection 
with these two programs. So perhaps the best thing to do, Mr. Howse, 
you and Mr. Bergson, whichever you prefer, just give us a little 
picture of your activities in this field, and if you do that, the subcom- 
mittee will be grateful to you. 


STATEMENT OF ALFRED E. HOWSE, ASSISTANT TO THE DIRECTOR, 
OFFICE OF DEFENSE MOBILIZATION ; ACCOMPANIED BY HERBERT 
G. BERGSON, GENERAL COUNSEL, OFFICE OF DEFENSE MOBILIZA- 
TION 


Mr. Howse. Mr. Hardy, I will be glad to approach this in any way 
you suggest. I have, however, a brief statement prepared which 
presumably answers not only that question but serves as an introduc- 
tion to the entire question you are approaching this morning. 

Mr. Harpy. That is fine. Identify yourself for the record. How 
long is your statement ? 

Mr. Howse. About 21% pages. 
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Mr. Harpy. That is fine. Identify yourself for the record and then 
proceed with your statement. 

Mr. Howsr. I am A. E. Howse, assistant to Mr. Wilson, the Director 
of the Office of Defense Mobilization. I have here a prepared state- 
ment. 

Preparation of adequate defense requires the immediate production 
of war weapons and the supporting equipment necessary to meet the 
approved plans of the Defense Department for our own forces and also 
for the military support of our allies in accordance with such agree- 
ments as have been or as may be concluded. Such a program will 
require as wide a spread of contracts as possible across industry in 
order that we may obtain a sufficiently broad industrial base. 

The immediate need for military and related end items is of the 
utmost urgency, and their production will require some expansion of 
facilities and some additional provisions for increasing the supply of 
‘aw material. However, a determined effort must be made to avoid 
waste of money and material resulting from the creation of unneces- 
sary additional facilities. Machine tools now on hand in the national 
economy may be sufficient to process all material now available, and 
each additional facility included in the defense program will add to 
the demands for material already in short supply. 

As a consequense of the defense program and the attractive financing 
arrangements which necessarily result therefrom, it is inevitable that 
many large programs will be submitted in allied fields which have in 
view the strengthening of the general economy to sustain a maximum 
war effort. Each of these programs must be strutinized with great 
‘are. With rare exception, only those programs required for the im- 
mediate support of the present military end item program should be 
placed under way now, and their continuation to support a maximum 
war need should await the meeting of present needs. Otherwise, con- 
flicting programs are certain to delay rather than to hasten the accom- 
plishment of the over-all objective. 

Accelerated tax amortizations are certified under authority of sec- 
tion 124A of the Revenue Act of 1950. Certifications performed by 
NSRB prior to January 25, 1951, are now within the jurisdiction of 
the Defense Production Administration. 

Loans under the authority of section 301 of the Defense Production 
Act of 1950 may be guaranteed in whole or in part by certain guaran- 
teeing agencies designated either in the act or subsequently by Exec- 
utive order. Guaranteeing agencies at the present time are Army, 
Navy, Air Force, Agriculture, Commerce, General Services Adminis- 
tration, Atomic Energy Commission, National Advisory Committee 
for Aeronautics, Government Printing Office, and the Department of 
the Interior whose operations include Petroleum Administration for 
Defense, Solid Fuels Administration, Defense Minerals Administra- 
tion, Defense Electric Power Administration, and Defense Fisheries 
Administration. 

Loans under the authority of sections 302 and 303 of the Defense 
Production Act of 1950 may be made as direct loans in order to expe- 
dite production or services essential to the defense effort. Such loans 
may be for the expansion of capacity, the development of technologi- 
cal processes, the exploration and mining of strategic metals and 
minerals, and the purchase of strategic and critical materials. 
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At the present time direct loans, guaranteed loans, and accelerated 
tax-amortization certificates are approved independently of each other 
under policies not applicable to all agencies concerned. Applicants 
may be granted any one or all the above financial aids. 

The Office of Defense Mobilization has requested the General Ac- 
counting Office to use the experience of World War II and therefrom 
to develop suggestions for an orderly program of defense lending. 
Such a study is now virtually completed on an informal basis. 

On February 14, 1951, the Office of Defense Mobilization established 
certain policies at the Defense Mobilization Board meeting and asked 
the Defense Production Administration to develop policies and pro- 
cedures to insure that— . 

1. Procurement practices will result in placement of contracts in 
consideration of contractors’ ability to produce, manpower supply, 
and adequacy of existing facilities. 

2. Facilities expansion not be approved on an indiscriminate or 
“first come, first served” basis and especially if existing capacity is 
available elsewhere. 

3. Industry not be permitted to integrate at expense of existing 
capacity or in excess of available material or supply. 

4. The entire question of financial aids—namely, tax amortizations, 
guaranteed loans, direct. loans, et cetera—be considered within the 
framework of a single responsibility in order to achieve uniform ad- 
ministration without duplication. 

5. Direct loans be reduced to the minimum, and that they be avail- 
able only as last resort in those instances where financial aid is not 
obtainable otherwise. 

6. The practice of advance payments and partial payments be 
curtailed sharply and such assistance be used only in those cases where 
financial aid is not obtainable otherwise. 

7. Guaranteed loans be restricted primarily to working capital 
loans and/or short-term capital loans. 

8. Caution be exercised to avoid bail-outs especially in connection 
with provisions of Public Law 921 amending title II of the first War 
Powers Act, 1941, whereby procurement contracts may be amended. 

9. Extreme care be exercised to avoid the expansion of develop- 
ment of marginal producers, especially in those industries where ex- 
isting capacity or production is adequate. 

10. Caution be exercised not to expand those marginal facilities 
or industries which may require additional or continuing subsidies 
thus providing a further strain on the stabilization efforts. 

11. Extreme care be taken to avoid excessive facility amortizations 
being included in purchase price of articles procured. 

Mr. Harpy. That is the end of your statement ? 

Mr. Howser. That is the end of the statement. 

Mr. Harpy. You have enumerated 11 points, I believe. Now I am 
not sure that I can keep all of those in my mind, but as you went along 
they appeared to me to represent pretty sound policy, but what is the 
responsibility of your Office in connection with the policies which 
you have outlined? Do you just formulate the policy and then the 
other agencies operate supposedly within the framework of those 
policies? 

Mr. Howse That is correct. 
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Mr. Harpy. And have those policies been given to the other agen- 
cies involved and are they thoroughly familiar with those policies ? 

Mr. Howss. Well, Mr. Chairman, I can say the policy has been 
adopted—has been laid down by the Office of Defense Mobilization, 
has been passed on to the constituent agencies. I am not in a position 
to determine their familiarity with the policy. I can only assume 
they are thoroughly familiar with it. 

Mr. Harpy. What if any part does your office play in determining 
whether these policies are being followed ? 

Mr. Howse. Well as a practical matter our determination in that 
respect is pretty well limited to the establishment of the policy. Sub- 
sequently, after the constituent agencies have had time to develop a 
policy, we either take it upon ourselves in an informal manner to in- 
quire or, if sooner some questions or arguments come back to us, we 
then take it upon ourselves to determine what has been done. 

Mr. Harpy. Does your office concern itself with any individual ap- 
plication for a loan or for a certificate of necessity ? 

Mr. Howser. We do not, Mr. Chairman. We don’t even see them. 
We would have no way of knowing who is applying, what they were 
applying for; don’t process the applications in any way. We have 
asked the Defense Production Administration subsequent to the 
establishment of this policy, which was established incidentally as 
soon as it was feasible after General Harrison was confirmed by the 
Senate 

Mr. Harpy. The policy was promulgated February 14; is that 
correct ? 

Mr. Howse. That is correct. We have asked DPA to furnish us 
on a monthly basis an over-all statement of the loans, financial aids, 
and dollar amounts on them. We do not attempt and feel it is not a 
function of our office to delve into the details of the loans. 

Mr. Harpy. They don’t give you any listing of the companies to 
whom loans were made? 

Mr. Howse. Well, I think they are available to us if we asked for 
them. 

Mr. Harpy. You haven’t asked for them? 

Mr. Howse. We haven't asked for them. 

Mr. Harpy. What is the amount of guaranteed loans authorized ? 
Would that be in your outfit or would that be a question more appro- 
priately addressed to General Harrison ? 

Mr. Howss. Mr. Chairman, I can answer that question, but I think it 
is more appropriate that those replies come from 

Mr. Harpy. The details of these matters then should be taken up 
with him rather than with your office? 

Mr. Howsz. That is correct, sir. 

Mr. Harpy. Any questions from members of the committee? Do 
you have anything, Mr. Casey ? 

Mr. Casey. Mr. Howse, are these policies that were announced on 
February 14, 1951, inconsistent in any way with the policies that had 
been followed since the beginning of the certificate-of-necessity 
program ¢ 

Mr. Howse. Mr. Casey, they were. 

_ Mr. Casey. Can you specify which numbers in these 11 items were, 
in your opinion, inconsistent with the existing factors? 
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Mr. Howse. Well that is a difficult question to answer, Mr. Casey, 
because, to be completely candid about it, we are not familiar with all 
the policies and procedures which were followed prior to this time. 

Mr. Casey. How about No. 2? 

Mr. Harpy. What is No. 2? 

Mr. Casey (reading) : 

Facilities expansion not be approved on an indiscriminate or “first come, 
first served” basis and especially if existing capacity is available elsewhere. 

Mr. Howse. Mr. Casey, may I answer you this way and without 
attempting to evade the question, because I would have to say to you 
‘ategorically that such policies and procedures that may have pre- 
ceded this policy announcement, I think, were not at that time and 
certainly are not now known enough to me in detail that I can answer. 
Whether this is inconsistent or not, I don’t know; we thought this 
was a pretty good policy to start with. 

Mr. Casey. Would this question be more appropriately addressed 
to the people that actually were operating under this program since 
its inception ? 

Mr. Howsr. I believe so. I would say, generally speaking, Mr. 
Chairman, if I may interpolate a moment here, we are completely 
in accord with the opening statement you made, in which you said it 
was not proposed that the mistakes of World War IT be repeated if we 
could help it, and the policies herein established represent in our 
considered opinion adequate consideration of the experience of World 
War II, and we believe that, if these policies are implemented prop- 
erly and are followed, most of the unhappy experiences in World War 
II will be prevented from recurring. 

Mr. Harpy. In substance you don’t know whether these policies are 
being followed or not? 

Mr. Howse. That is correct; yes, sir. 

Mr. Harpy. What is your relationship with the National Security 
Resources Board 7 

Mr. Howse. Well, I am not trying to dodge that question either, 
Mr. Hardy. I don’t understand it. 

Mr. Harpy. You mean you don’t understand it? 

Mr. Howse. I don’t understand the question. 

Mr. Harpy. [ want to know what is the relationship between Mr. 
Wilson’s office and the National Security Resources Board. Whose re- 
sponsibility is what? Is it the same? Are you all the same outfit? 

Mr. Howser. Well as you know, the National Security Resources 
Board was established sometime in the past. 

Mr. Harpy. It was established, I think, under the Unification Act 
originally. 

Mr. Howse. Yes. The Office of Defense Mobilization was estab- 
lished, I think, in December of 1950. That office took over a good 
many, or was assigned a good many, of the functions formerly per- 
formed by NSRB. Most of the functions in turn were delegated to the 
Defense Production Administration or the other constituent agencies 
comprising the defense effort. We have no relationship in ODM at 
the present time with NSRB that I am aware of. 

Mr. Harpy. In other words, there is no interrelationship between 
the two agencies at all. You have simply taken over some of the 
NSRB’s functions; is that right ? 
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Mr. Howser. Well that is not exactly correct, either. 

Mr. Harpy. Then can you clear me up on that 

Mr. Howse. Mr. Bergson thinks he can. 

Mr. Brreson. I don’t know whether I can, but I can try. 

As you know, Mr. Chairman, NSRB, as you indicated, was estab- 
lished as a result of the Unification Act. When Executive Order 
No. 10161, which was the first major order under the Defense Pro- 
duction Act, was promulgated, NSRB was given certain coordinating 
functions. 

In December, I think December 16, Executive Order 10193 was 
promulgated. That is the order which set up the Office of Defense 
Mobilization and gave it general supervisory direction, control, au- 
thority over the entire defense-production effort. 

Mr. Harpy. So that the ODM then has supervisory control over the 
National Security Resources Board ? 

Mr. Brreason. By that order, so far as the National Security Re- 
sources Board Defense Production Act functions were concerned, 
it did. 

Subsequently an additional Executive order was promulgated, 
Executive Order 10200, which took from the National Security Re- 
sources Board its operating and coordinating functions which it had 
under 10161, and put them in the Defense Production Administration. 
So that at the present time the functions of NSRB are confined pri- 
marily to their statutory functions, which are set out in the Unifica- 
tion Act, and their function so far as the Defense Production Act has 
been transferred to the Defense Production Administration. 

Mr. Harpy. To what extent are they duplicating / 

Mr. Brereson. They are not duplicated. 

Mr. Harpy. Not in any respect ? 

Mr. Brereson. Not that Iam aware of. 

Mr. Harpy. So that the statutory functions set up in the Unifica- 
tion Act for NSRB do not duplicate the statutory functions which 
the ODM derives from the Defense Production Act ? 

Mr. Brereson. I don’t believe so; no, 

Mr. Harpy. Well how do vou all get along? Do you work together ? 

Mr. Brreson. Well we get along very well. We don’t have to work 
together particularly because they are operating in one field and we 
are operating in another. 

Mr. Harpy. It would seem to me to be difficult to completely sepa- 
rate the field of activities. 

Mr. Bereson. Iam aware of no difficulty. 

Mr. Harpy. I certainly am glad to hear that. 

Are there any questions along that line? 

Mr. Howsr. I might add for the clarification of the committee, if 
you will permit me—— 

Mr. Harpy. I would like to be further clarified. I am not very 
clear. 

Mr. Howse. In this particular respect my understanding is that the 
personnel formerly assigned to NSRB in connection with tax amor- 
tizations have been reassigned now to the Defense Production 
Administration. 

Mr. Harpy. Let me put it another way so you can understand what 
I am trying to get at. I asked you a while ago whether your Office 
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had anything to do with any specific loan or application for certificate 
of necessity, and I think your answer was in the negative. 

Mr. Howse. That is correct. 3 

Mr. Harpy. Do you know whether either your Office or the NSRB 
has ever been requested to determine or to indicate whether the na- 
tional defense required the facilities contemplated in any application 
for certificate of necessity or any application for a loan, either under 
a guaranty or direct provision ? 

Mr. Howse. No; I know of no instance. 

Mr. Harpy. And you know of no case where NPA or RFC has 
come to your Office and said, “Before we approve this loan, we want 
you to make a finding as to whether this plant is essential to the 
national defense” ? 

Mr. Howser. I am aware of no instance, and I would think that 
properly would be a _ function of the Defense Production 
Administration. 

Mr. Harpy. And wouldn’t be a function of ODM? 

Mr. Howse. No. 

Mr. Harpy. And would not be a function of NSRB? 

Mr. Howse. At the present time, no. 

Mr. Bereson. Not after January 25. 

Mr. Harpy. Not after January 25. Can you give us a little clearer 
understanding of just what a certificate of necessity is? 

Mr. Howse. Under section 124 of the Revenue Act a firm using its 
own funds may make an application for certification that the funds 
being used for capital expenditure, either for the purpose of equip- 
ment or the expansion of plant facilities—and I think some other cases 
which I am not too familiar with now, but they are all capital ex- 
penditures—that expense may be amortized over a period of 5 years 
in 60 equal amortizations, monthly charges. 

Mr. Harpy. In other words, that is a device under which the tax- 
payers will pay for a plant in a period of 5 years through the price 
which they pay for the defense output of that plant. 

Mr. Howse. I think it might be stated that way; yes. 

Mr. Harpy. Is that a fair statement of it? 

Mr. Howse. I think essentially so. 

Mr. Harpy. Now you said that an applicant using its own funds— 
does the act specify that ? 

Mr. Brereson. No. I would like to clear up the answer to the first 
question, Mr. Chairman. 

Mr. Harpy. We are looking for enlightenment. 

Mr. Brreson. I don’t think, if you don’t mind my saying so, that 
what you said was a fair statement. 

Mr. Harpy. You don’t think it was? 

Mr. Brreson. No, because it is not necessary that the output of an 
amortized plant be purchased by the Government. It may well be 
purchased in industry. 

Mr. Harpy. So, then, certificates of necessity are made available 
for the products of domestic consumption as well as for defense ? 

Mr. Brreson. That is right. 

Mr. Harpy. And a plant doesn’t have to be necessary for the na- 
tional defense in order to be eligible for a certificate of necessity ? 

Mr. Bereson. I didn’t say that. 
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Mr. Harpy. All right. If those are inconsistent observations of 
mine, please clarify them for me. 

Mr. Berason. I will be glad to try, Mr. Chairman. Let’s suppose 
a situation such as this: 

You have an annual output of a particular commodity of, say, a 
hundred thousand tons. You want to increase the annual output to 
take care of certain civilian requirements and the added defense re- 
quirements that are imposed upon us by this mobilization effort, and 
you want to increase the output to 120,000. So you provide for 
amortization certificates for the additional expansion. 

It may well be that the output of the additional facilities may go 
into commercial consumption and the output of the other hundred 
thousand capacity will be used for defense production. 

It may well be that the part of the material that is consumed in the 
mobilization effort will be coming from the previously existing capac- 
ity, and the output of the additional capacity may take the place of 
that previously existing capacity in civilian channels. 

Mr. Harpy. So that certificates of necessity were set up so that we 
can have production for civilian uses as well as for defense purposes ? 

Mr. Bereson. That is right, but the additional need is based on the 
defense needs at the present time. Now, one of the considerations in 
determining how much amortization shall be granted is the peacetime 
utility of the additional facilities after the mobilization effort has, we 
hope, passed by. 

Mr. Harpy. Allright. So that you would have to make a guess as 
to the civilian value of this plant after we have passed our emergency ? 

Mr. Bereson. That is right. 

Mr. Harpy. And you have to evaluate that in terms of the competi- 
tive situation that this new plant would be in compared to other plants 
which will be released from defense production; is that right? 

Mr. Bereson. That is right. 

Mr. Harpy. That is a rather fancy proposition; isn’t it? 

Mr. Bereson. It is a rather difficult proposition. 

Mr. Harpy. You have wizards down there that are capable of mak- 
ing such determinations ? 

Mr. Brerason. We hoped that when Congress passed section 124, it 
assumed we had somebody down there who could make the determina- 
tions. 

Mr. Harpy. Let’s look at another question here. Mr. Howse said, 
“Using its own funds for plant expansion,” and I believe you took 
issue with that also; is that right ? 

Mr. Bereson. I think you took issue with that. 

Mr. Harpy. I raised the question. I am not taking issue with it. 
I am trying to find out. 

Mr. Bereson. I think in many instances plants do use their own 
funds. I think there may be one or two instances where there are 
direct Government loans. 

Mr. Harpy. What do you consider congressional intent was in set- 
ting up these certificates of necessity? Was it to promote the use of 
private capital for plant expansion or was it eiuable plants to come 
in and get Government funds in order to expand ? 

Mr. Brreson. I am sure it was for the purpose of enabling them to 
get private capital. 
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Mr. Harpy. To get private capital ? 

Mr. Bereson. That is right. 

Mr, Harpy. But still you say that Mr. Howse was wrong when he 
said a certificate of necessity anticipated the use of private funds for 
plant expansion. 

Mr. Bereson. I don’t say he was wrong in saying that; absolutely 
not. 

Mr. Harpy. I think you and I must be running around in circles 
here. I think one of the points in this policy, point No. 7, says: 

Guaranteed loans be restricted primarily to working capital loans and/or 
short-term capital loans. 

Now, that doesn’t tie in directly with the certificates of necessity, but 
I ask you whether that policy would apply also to certificates of neces- 
sity. 

Mr. Bereson. I should think not, because certificates of necessity 
are based on long-term capital loans. 

Mr. Harpy. Well, are certificates of necessity based on loans ? 

Mr. Bercson. No; but I mean if a company has to go out and get 
a loan, as it undoubtedly will have to, to construct a new facility, and 
will have to borrow money from the banks 

Mr. Harpy. There is such a thing as increasing capital investment; 
isn’t there ¢ 

Mr. Berecson. That is one way of doing it, sure. Another way 
of doing it is going out to an insurance company or a bank or some 
other financing institution and get financing that way. : 

Mr. Harpy. I am thinking now in terms of governmental loans in- 
volving certificates of necessity. Does the act and does your interpre- 
tation of congressional intent involve the granting of a loan to con- 
struct a plant for which a certificate of necessity will be issued ? 

Mr. Bereson. These two provisions, in two different acts. One 
is in the tax statute. 

Mr. Harpy. That is right. 

Mr. Bercson. The one on certificates of necessity. 

Mr. Harpy. Now, does the provision that the tax statute, which 
relates to certificates of necessity, contemplate the use of private funds 
or Federal funds? 

Mr. Brreson. In the tax statute it probably contemplates the use 
of private funds, but in the Defense Production Act you have author- 
ized the expenditure of Government funds for additional facilities. 
Now, you have got to read the two together, it seems to me, and where 
you can’t get the needed expansion through the use of private funds, 
Congress has authorized the use of Government funds on a loan basis 
for the construction of necessary facilities. 

Mr. Harpy. Now you are bringing up another interesting determi- 
nation. You said, “where you can’t get private funds.” Now, then, 
that means that the people down in the various agencies involved have 
to make a determination that the particular company cannot get pri- 
vate funds; is that correct ? 

Mr. Bereson. That is right. 

Mr. Harpy. And they have to make a determination that this par- 
ticular plant expansion is essential to the national defense ? 

Mr. Bereson. Right. 
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Mr. Harpy. And they have to make a determination as to the value 
of that plant for civilian use after the emergency is passed 4 

Mr. Bereson. That is correct. 

Mr. Harpy. And your interpretation of the thing is that if you make 
a determination that a plant is essential in the national defense and 
this is the particular individual that ought to build that plant—— 

Mr. Bereson. Or no one else will build it. 

Mr. Harpy. Do you make that determination also—that nobody 
else will do it? 

Mr. Bereson. Sometimes that situation obtains. 

Mr. Harpy. Sometimes that situation could obtain. 

Mr. Bergson. That is right. 

Mr. Harpy. But is that determination made before the approval 
of a loan to build a plant with Government money and to provide 

Mr. Bereson. Wait a minute, Mr. Chairman. I think there is a 
misconception here when you say “Build the plant with Government 
money.” ‘That money is repayable to the Government. That is not 
Government money to the extent that there is no obligation to repay it. 

Mr. Harpy. Well, of course, I recognize the fact that there is an 
obligation to repay, and it may be that we are going to look into some 
of the prospects for repayment before we get through. 

Mr. Casey. Mr. Bergson, do you believe there is any more tendency 
to inflation where a certificate is issued in a situation where a Govern- 
ment loan is involved as against a situation where private money is 
involved ¢ 

Mr. Bercson. I would imagine there would be less tendency to 
inflation where private money is involved, because it takes that amount 
of money out of the ordinary capital market. 

Mr. Casey. Exactly. Now is that distinction recognized by the 
pepe 

Mr. Bereson. I think that is recognized by the policy that we have 
laid down: That wherever possible private capital is to be used, but 
there are situations where the facility is needed and it can’t be obtained 
in any other way. ‘The President, I think, in his budget message or 
the message on the economic report recommended an additional way 
of doing that, and that was by direct Government construction, direct 
Government ownership of facilities. That is not presently available; 
that approach is not presently available. 

Mr. Casey. What has been done along the line of making that 
recommendation to Congress ? 

Mr. Bereson. I don’t suppose I am disclosing anything that I 
shouldn’t, despite the fact that this is an open hearing. The Presi- 
dent will soon be recommending amendments to the Defense Produc- 
tion Act, and I would assume that that would be included in the 
recommendations for amendment to the Defense Production Act. 

Mr. Harpy. As far as I am concerned, on this particular subject, I 
think I can dispose of my concern with this one query. 

It is perfectly legal and consistent with the intent of Congress when 
you take the two acts into consideration simultaneously for a 100 
percent certificate of necessity to be granted for the construction of a 
plant where the entire amount of the cost of that plant is evidenced by 
loans of Federal funds. 
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Mr. Bergson. Are you asking me that or telling me? 

Mr. Harpy. I am asking you. 

Mr. Bercson. Yes; I think a situation could obtain where that 
would beso. You take a situation, for example. where it is absolutely 
certain a plant would have no peacetime value at all. You couldn’t 
get anybody to build that plant for his own purposes. You need it 
for the war effort at this time. 

Mr. Harpy. You say “absolutely certain.” I will go along with 
you on that. 

Mr. Bersson. You asked me what I thought the law contemplated, 
and I told you. 

Mr. Harpy. Do I understand by that that you mean that that sit- 
uation would not be proper unless it were absolutely certain ? 

Mr. Bereson. It would be proper in a situation where the facilities 
were vitally necessary at the present time, where they could not be 
obtained in any other way. 

Mr. Harpy. And you still tie your legality to those determinations 
that the output can’t be obtained in any other way? That is a crite- 
rion which has to be met in order for it to be legal; is that right ? 

Mr. Bereson. I don’t know whether I go that far. You asked ine 
to give you an illustration. I can give you an illustration on the other 
extreme. 

Mr. Harpy. I raised the question with you as to the legality of these 
things, and you were answering and you started off by saying if it 
was absolutely certain that this plant wouldn’t have any civilian 
value after the emergency had passed, and then I asked if you would 
have to make a determination and you would have to be absolutely 
sure, and you haven’t told me yet whether you would have to make 
a firm determination on that. 

Mr. Bereson. I think you have to make a firm determination. I 
don’t think you have to have philosophical absolution in order to do it. 
You have to use your best judgment on it and make a determination 
that this plant will not or probably will not have peacetime facilities. 

Mr. Harpy. Then you inserted another fancy criterion in there 
that the product of this plant is vital and that nobody else will do it. 
Now are those determinations made or are you going to hedge on 
those a little? 

Mr. Bercson. I am going to hedge on that, certainly. I was giving 
you an illustration of a clear-cut case. 

Mr. Harpy. Now just what is the latitude there, Mr. Bergson ? 

Mr. Bercson. Well, if you want me to try to cut the line on the other 
side—— 

Mr. Harpy. I don’t care where you cut the line, just so you put the 
thing so we can understand it. 

Mr. Rrenuman. Mr. Chairman, we don’t want to go from one ex- 
treme to another. I think he should give us a clear definition so we 
can understand it. 

Mr. Harpy. If he can do that, I will be happy. 

Mr. Rreximan. I don’t want to go from one extreme to another. 
We want to know their definite intention and not try to give us an 
extreme position on one side and an extreme position on the other. 

Mr. Howsr. I might try to give him a rest for a moment, if I may, 
Mr. Chairman, and say to you that the legality of loans and amortiza- 
tions and the combinations of loans and amortizations is one thing. 
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If this committee is concerned, as I might assume from the questions 
this morning, as to whether or not we in ODM were concerned with 
reducing the amounts of amortizations, I can say to you very definitely 
that we are, and I think the record clearly so indicates. 

At the time we took the first look at this entire program all tax 
amortizations were summarily frozen. In the case of Kaiser’s alumi- 
num plant, I believe it was where the contracts had already been 
signed, and we even went so far as to deny the 100-percent application 
that had been granted, and it was cut back either to 70 or 80 percent, 
I have forgotten which. Eighty percent I am advised. Mr. Kaiser 
was advised that we would be glad to try and defend a suit if he felt 
our action was not in the public interest. 

Unquestionably a firm that gets a contract, gets guaranteed loans 
for working-capital purposes, gets some kind of a capital loan, and 
then gets a tax amortization to write the whole thing off is probably 
profiting more than the Congress intended at the time these two acts 
were passed. 

I think I can say to you that those things now are being scrutinized 
very carefully by DPA and only in those extreme cases where the end 
product is essential and not otherwise obtainable—— 

Mr. Harpy. You are looking at individual cases ? 

Mr. Howse. In DPA: We are not an operating agency and have 
neither the personnel nor the time to go further than we have gone 
in setting this policy. 

Mr. Harpy. It may be that we are being unfair to you people. 
General Harrison has been itching to talk about this thing. I can 
see him back there. Maybe we should get him to elaborate on it, but 
before we do, let’s see if any of the members have any questions. Mr. 
Meader? 

Mr. Meaper. Mr. Chairman, I would like to ask Mr. Howse two 
or three questions. I don’t have before me the policy statement which 
you read, but according to my recollection, I didn’t hear anything 
said about a requirement that a record be kept by those who make 
these determinations. Was that included in your policy? 

Mr. Howse. No; that is not in the policy, but that is a matter of 
proper administrative procedure and both NSRB and DPA have 
adequate records justifying their actions. 

Mr. Meaper. Have you laid down any principles for the keeping 
of records? 

Mr. Howse. We have not. 

Mr. Meaper. Are you famiilar with what records are kept to justify 
the findings Mr. Bergson has described of these rather speculative 
matters ¢ 

Mr. Howse. Only in a general way. We felt those administrative 
matters were matters on which we weren’t qualified to get into. 

Mr. Meaper. I am not sure I understood you correctly. Do I 
understand that as far as supervision or review are concerned you 
don’t feel you have any responsibility once you have announced the 
policy? Do you just leave it up to the other agencies to carry it out? 

Mr. Howse. I don’t want to mislead you there, either. We have a 
responsibility and recognize that we do have. We have a responsi- 
bility for everything that has to do with the production effort. We 
have felt, however, in this case that the DPA was adequate, had 
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adequate authority and adequate personnel and edequate capa- 
bility-—— 

Mr. Meaper. I think you said you received a monthly report from 
the DPA. 

Mr. Howse. Which was just started about 3 weeks ago. We have 
just gotten the second report. 

Mr. Mraper. Was that because you required it or did they volunteer 
it? 

Mr. House. We requested it. 

Mr. Mfaver. Do you specify what that report shall contain ? 

Mr. Howse. Wedo. I should say this to you. I don’t want to put 
words in your mouth now, but we do have a responsibility in these 
matters and, recognizing that we do have, we have gathered all the 
certifications from the different places in which they were being 
handled before, and we have put them in one place, within DPA. 
We have said to DPA in effect to accomplish the certifications within 
the framework of the policy which we have established. Within the 
past 3 weeks, we have developed with DPA a reporting system which 
will give us at periodic intervals a report outlining what they have 
done. 

Now obviously that report can’t go into detail and can’t present 
the administrative detail of each particular Joan. We simply have 
been handling these matters in total by dollars. We can discharge 
our responsibility by having a complete review authority within our 
shop, which again is a duplication and probably gets into a procedure 
which administratively we aren’t capable of handling. 

Mr. Mraper. Do you have a division or agency within the Office 
of Defense Mobilization for the supervision and review of this au- 
thority with respect to amortizations and loans ? 

Mr. Howse. We have not. 

Mr. Meaper. If anybody does it, they do that in addition to the 
other duties; is that correct ? 

Mr. Howser. Let me say this to you. In addition to the Director 
of the Office of Defense Mobilization, there are five assistants. By 
the time we have got the whole defense effort to handle within those 
six people, we operate on a somewhat informal basis and grapple with 
these things as they come up. ‘That is about the best way we can 
answer it. We don’t have a duplicate staff. 

We have felt and now feel that the organization within DPA is 
adequate and competent for that purpose. 

Mr. Meaper. Do you know to what extent the benefits to a con- 
tractor from either tax amortization or loans are or will be taken into 
account by the Renegotiation Board in the allowance of profits to 
contractors on war work ? 

Mr. Howse. Well, Mr. Congressman, we do not know and we have 
no way of knowing at this time. I believe at the end of the last war 
the Renegotiation Board developed a rating system whereby they 
rated contractors and in which they gave a sliding scale of credit to 
those contractors that had used their own funds and had used their 
own facilities and had in turn not used to a comparable extent Gov- 
ernment. funds, or contractors that had a high ratio of subcontracting 
rather than having built their own plants and integrated themselves. 

It is, I assume, reasonable to believe when we get into the renego- 
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tiation program this time, that a similar procedure will follow, but 
we are simply not that far along. 

Mr. Meaper. Are you satisfied that the records which are being 
kept now will adequately inform the renegotiation officials so that 
they can make a determination and an allowance based upon whether 
or not the contractor has used his own facilities or has had unusual 
aid from the Government ? 

Mr. Howse. I can only assume they are and would suggest DPA 
can probably give you a better answer, but I doubt if—they would 
probably think they had adequate records, but I don’t know who knows 
now what a board of renegotiation may decide they want 2 years from 
now. I assume, generally speaking, the records are adequate, yes, 
as nearly as can be pm at this time. 

Mr. Meaper. In setting up your policy did the Office of Defense 
Mobilization give any thought to the svar Pm up of the percentage of 
tax amortization by starting out with that which is usual under the 
law for even peacetime production, whether it may be 3 percent a 
year or 5 percent, and then adding to that perhaps an allowance for 
excessive construction costs, and a further allowance for the likelihood 
that some of the facilities will not be useful in peacetime production 
after the emergency? Or did you start out with the 100 percent 
and then lop of an allowance for the probability that some of the 
facilities would be useful for peacetime production ? 

Mr. Howse. Well, again, that is a question, a decision which rests 
within DPA. We did, however, review with the then NSRB organ- 
ization their procedures and found that, generally speaking, they were 
adequately taking into account the factors you have just mentioned, 
and they arrived at a figure by both building up and coming down 
from a hundred percent figure and came out about the same place 
sach time. 

Mr. Meraper. But you had no independent policy developed on that 
particular way of arriving at the percentage of amortization ? 

Mr. Howser. We did not, because each case pretty well has to be 
handled as an individual case by itself. The factors are different in 
almost every case. This general policy was arrived at, I think I 
may say, because of a desire on the part of ODM not to have con- 
tractors come through the war owning plants free and clear if they 
had any residual value. 

Mr. Harpy. Do you think those policies will accomplish that? 

Mr. Howss. I believe it will, Mr. Chairman. 

Mr. Harpy. You are an optimist. 

Mr. Howser. We did not feel we could ask for price and wage control 
without having essentially the same kind of control over contractors’ 
expansions, 

We further had in mind the forcing of subcontracting. There is 
an enormous plant capacity in this country today. Every prime 
contractor that has a contract with the Government, generally speak- 
ing, would like to produce everything he makes within his own four 
walls, and he can give you a rather persuasive argument why he can 
do that, because it is cheaper, he can control the labor supply, and 
he can put the assemblies together, and things like that. * 

Mr. Wilson did not feel we could either starve small business people 
or permit integration of industry at the expense of existing indus- 
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tries. The best means we could see was to sharply curtail expansion 
of primary plant capacity, so the production then inevitably is forced 
into different subcontractors’ plants and existing facilities. We be- 
lieve that if this program is followed, that result will be accomplished. 

Mr. Meaprer. Mr. Howse, if you had had a definite policy of build- 
ing up this percentage and you had taken into account some of these 
factors which justify the special tax amortization rate and if you 
required a record to be made, which would show the breakdown of 
the reasons for whatever percentage was allowed, then it would be 
much easier to review, either for your agency to review, or for a con- 
gressional committee to review, or for a renegotiation board to review 
the decision made, and see what the justification for it was. Wouldn’t 
that be true? 

Mr. Howser. That would be entirely true, and I believe those records 
are being kept at the present time by DPA and they are adequate 
for those purposes. I have endeavored to point out to you that 
we are relying upon the DPA to handle the administrative end of 
this particular job. We have not felt it desirable to duplicate their 
functions within our office. I wouldn’t like to have you feel that 
the functions were not being carried out, and I believe they are here 
to show you how they are carrying them out. 

Mr. Meaper. That is all I have. 

Mr. Harpy. Mr. Lantaff, do you have any questions ? 

Mr. Lantarr. No. 

Mr. Harpy. Mr. Bolling? 

Mr. Boturne. No questions. 

Mr. Harpy. Mr. Riehlman? 

Mr. Rrrutman. No questions. 

Mr. Harpy. Mr. Shelley ? 

Mr. Sueiiey. No questions. 

Mr. Harpy. Mr. Casey ? 

Mr. Casey. The Office of Defense Mobilization has a responsibility 
for the operation generally of the laws controlling inflation—that 
is, the stabilization law as well as the Defense Production Act—is 
that so? 

Mr. Howse. I believe that is correct. 

Mr. Casey. Would it be the responsibility of the Office of Defense 
Mobilization to make such recommendations to the Congress for 
changes in existing legislation as they might find necessary or appro- 
priate as the program progresses ¢ 

Mr. Bereson. That is right. 

Mr. Casry. Are you cognizant of the fact that, in connection with 
these certificates of necessity, the percentage fixed in the certificate 
is binding on both the tax authorities and the renegotiation people? 

Mr. Bereson. That is right. 

Mr. Casey. Is that so? 

Mr. Bereson. That is right. 

Mr. Casey. In other words, if a percentage of 85 percent were 
determined for a particular concern, that would mean that, when 
that concern came up for renegotiation, the renegotiation authorities 
would be compelled to allow that man that percentage before the 
Government were entitled to recoup any excess profits ? 

Mr. Bercson. That is right. 
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Mr. Casey. Are you familiar with the examination of the renego- 
tiation procedures and certificates of necessity made by the Brewster 
committee after the last war ? 

Mr. Bereson. I have heard about it. I wouldn't say I was inti- 
mately familiar with it. 

Mr. Casry. I bring this up because—— 

Mr. Bereson. You know Congress passed a new renegotiation 
statute within the last couple of weeks—I don’t believe the President 
has signed it yet-—which continues to contain those provisions. 

Mr. Harpy. The committee is aware of that. I am not sure the 
committee is happy about it. 

Mr. Bereson. I just wanted to bring it to your attention in case 
you were not aware of it. 

Mr. Casey. I bring this up because of the statement that there was 
a desire on the part of the Office of Defense Mobilization to prevent 
the mistakes of the last war in the administration of this program, 
and bearing in mind that the Brewster committee made a recommen- 
dation that if certificates of necessity were ever necessary again, pro- 
vision should be made in the law for permitting the renegotiation 
people to renegotiate the excess profits out of the certificates—as it is 
put by the committee. 

I am wondering if any consideration has been given by the Office of 
Defense Mobilization to that recommendation. 

Mr. Brreson. We haven’t given it any direct consideration within 
the last few months. You must remember this, Mr. Casey. The 
Office of Defense Mobilization was established in December. We have 
been given supervision and control over the entire mobilization effort 
and first things must come first. The Renegotiation Act, which was 
just passed and which I don’t believe has even become law yet, was 
passed with the Brewster committee report available to the legislators. 

Mr. Harpy. That is a good idea. We pass the buck down to you 
all, you pass it back to us. 

Mr. Bereson. I am not passing it back. 

Mr. Harpy. It is a great old game. We play it all the time, and it 
is perfectly fair. 

Mr. Bergeson. First things have got to come first, that is all, and we 
get around to the other later. 

Mr. Casey. That is all I have. 

Mr. Harpy. Any question? 

Mr. Howse. I think I might add, Mr. Chairman, if I may, this one 
statement : That Mr, Wilson is very seriously concerned over the entire 
question of tax amortizations and loans and that one subject has been 
the topic of more conversation in our office than perhaps any other 
single subject during the past 60 days. 

It is a subject which has many ramifications, both in the stabilization 
effort as well as in other fields. I believe that it is the desire of Mr. 
Wilson that no one profit from the defense effort. 

Mr. Harpy. If that is the case, can we anticipate that he will make 
some rather extensive recommendations for amendments to the existing 
statutes ? 

Mr. Howse. I assume probably you can, but again that is something 
we have to study and come up with at the proper time, and I think 
you can assume, if the DPA does not develop an orderly program for 
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administrative handling of all these matters, that we then by some 
order or other device tr y to insure that they do come up with it. 

Mr. Harpy. Let me raise this one other question. Is Mr. Wilson and 
is your Office aware of the extent to which Federal loans are being used 
for capital expansions where the plants are given tax-amortization 
advantages? Do you know the extent of that practice as of now ? 

Mr. Howser. Dollarwise, you mean ? 

Mr. Harpy. Yes; dollarwise. You are familiar with that? 

Mr. Howse. Yes. 

Mr. Harpy. Has your Office taken into consideration the inflationary 
effect of that? If you know the extent of it, how much does it involve? 

Mr. Howsr. Well, as of March 14, prior to the 24th of January, one 
and one-half billion in tax-amortization certificates were approved 
by NSRB. 

Mr. Harpy. How much of that was financed by Government loans? 

Mr. Howse. Well, as to that, Mr. Chairman, I don’t know. We can 
dig that up. 

Mr. Harpy. That is the question I asked you. 

Mr. Howser. I think DPA will have that. I can’t give you the figure 
offhand now, but I am sure they have that information. 

Mr. Harpy. Mr. Meader? 

Mr. Mraper. Did he just give one and a half billion as the dollar 

value of certificates approved by NSRB prior to January 25? 

Mr. Howse. I did. 

Mr. Meaper. What was the figure granted subsequent to that? 

Mr. Howse. Subsequent to—from the period January 25 through 
March 7 there has been approved approximately 1.2 billion dollars, 
1.183 to tes exact, approximately 1.2. 

Mr. Meaper. There is a total of 2 billion —— 

Mr. Howser. About 2.7. 

ar Meaper. Two billion, six hundred eighty-three million dollars’ 
worth ? 

Mr. Howse. About 11 billions of applications on file. 

Mr. Meaper. I was interested in this remark you volunteered a mo- 
ment ago about Mr. Wilson’s concern over the tax amortizations and 
loans that had been approved already. 

I assume Mr. Wilson felt they had been a little too liberal; is that 
correct ¢ 

Mr. Howser. I would like to let the record speak for itself, if I may, 
and say to you when we got into the picture, we immediately froze all 
tax amortizations and immediately cut back some that had been 
already approved, and I mentioned to you specifically the Kaiser 
amortization program that was cut back from 100 percent to 80, even 
soit the papers had been signed and in his possession and accepted 

yy him. 

Mr. Mraner. I believe you have already said it had been the subject 
of a great deal of conversation in the Office of Defense Mobilization. 
My question is: Is some investigation being undertaken by the Office 
of Defense Mobilization to develop the ‘facts and details on this 
subject ¢ 

Mr. Howse. Well it was, and that investigation was the basis of the 
adoption of this particular policy. 
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Mr. Mnaper. Were there some individuals particularly in charge of 
conducting that inquiry ¢ 

Mr. Howser. I think probably I am the one, Mr. Congressman. 

Mr. Mraper. That inquiry has been completed as a special task ? 

Mr. Howse. No; it is a continuing process. Again I feel bound 
to point out to you that we started looking at this thing about the 
middle of January. General Harrison was not confirmed until the 
25th of January, so that the thing was transferred to his jurisdiction 
only at the time. Since that time—I don’t want to speak for DPA, 
because they are here and qualified to speak for themselves—but [ 
can say to you they have made very rapid strides in getting the whole 
program within their control. I believe they can satisfy you on that 
score as soon as you let us off the hook and talk to them. 

Mr. Harpy. Unless somebody else has a question, I have one more. 

Have you formulated any policy with respect to the granting of 
certificates of necessity in connection with the construction of a plant 
which would be built anyway ? 

Mr. Howse. Well, again, Mr. Chairman, not attempting to evade 
the question, but I can say to you we have not formed that policy, 
but that particular policy has been formed within DPA. 

Mr. Harpy. Wouldn’t that fall within your bailiwick ? 

Mr. Howse. Well, in the sense that everything does eventually fall 
‘ithin our bailiwick. 

Mr. Harpy. You set up the policies, don’t you? 

Mr. Howse. Yes. 

Mr. Harpy. You didn’t set that one up? 

Mr. Howser. We did by conversation. We only tried to cover the 
broad general policies. 

Mr. Harpy. Isn’t that a pretty broad policy? If a company is 
going to build a plant anyhow, doesn’t the question as to whether you 
should grant a certificate of necessity on it become a pretty broad pol- 
icy or is that so isolated that you needn’t be concerned about it ? 

Mr. Howse. I don’t think it is so isolated that we shouldn't be 
concerned, but I believe they are properly concerned about it and 
they can speak for themselves, and I am not competent or qualified to 
speak for them. That has been given adequate consideration, I think 
you will find. 

Mr. Harpy. You are leaving that entirely to DPA? 

Mr. Howse. No; it hasn’t been that casual, but we haven’t tried to 
duplicate any of their efforts. We have been satisfied that they are 
considering that policy. 

Mr. Harpy. You didn’t prescribe any criteria for their considera- 
tion in connection with the establishment of such policy? 

Mr. Howse. No; we did not. 

Mr. Harpy. Thank you very much, gentlemen. We may need some 
more, but we will try to be as considerate as we can. 

Mr. Howse. Thank you very much. 

Mr. Bergson. Thank you. 

Mr. Harpy. General Harrison, will you and your cohorts come up. 
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STATEMENT OF WILLIAM H. HARRISON, ADMINISTRATOR, DE- 
FENSE PRODUCTION ADMINISTRATION; ACCOMPANIED BY T. F. 
FARRELL, DEPUTY ADMINISTRATOR, AND BYRON D. WOODSIDE, 
DIRECTOR, BUSINESS EXPANSION OFFICE, DEFENSE PRODUCTION 
ADMINISTRATION 


‘ Me. Harrison. Mr. Chairman, may I introduce my two colleagues 
ere ? 

Mr. Harpy. We would be happy if you would. 

Mr. Harrison. General Farrell here is Deputy Administrator of 
the Defense Production Administration and he came with us about 2 
weeks ago to organize the group having to do with the responsibility 
of this particular area; and Mr. Woodside is on General Farrell’s 
staff, and he formerly carried on that work for the National Security 
Resources Board and he and his staff were transferred over to the 
Defense Production Administration in the latter part of January. 
So Mr. Woodside has had continuity with this work through the Re- 
sources Board, I have had continuity with it from the establish- 
ment of NPA, General Farrell entered the picture in the last couple 
of weeks trying to get it organized on a central basis. 

Mr. Harpy. That is fine, and we are delighted to have these gen- 
tlemen here. I don’t think we need any particular outline of your 
responsibility and perhaps not of General Farrell, but before we 
start I think it might be a good idea if we could have a statement 
from Mr. Woodside as to just what his responsibility is, either from 
Mr. Woodside or from you, as to what responsibility he has in the 
programs that are under consideration. 

Mr. Harrison. Mr. Woodside, would you be good enough? 

Mr. Woopsipe. Mr. Chairman, on the Ist of December last year I 
was asked to assume the duties of getting up a small group in the Re- 
sources Board to administer the provisions of section 124-A of the 
Revenue Code and sections 302 and 303 of title III of the Defense 
Production Act of 1950. It was contemplated at that time that to 
the extent the Resources Board would have any responsibilities under 
section 301 of title III of the Defense Production Act that that also 
would fall within the scope of our duties. 

Mr. Harpy. Does it now, Mr. Woodside? 

Mr. Woopsipe. Let me answer it this way. We have proceeded 
with the tax work and with the loan work in that order, and that is 
the way the work developed. The projects under 303, the procure- 
ment projects under title III of the Defense Production Act, are 
just now beginning to come through, and we are trying to get our- 
selves in a position to handle those. 

Mr. Harpy. I want to see if I can boil thisdown. So that as of now, 
in effect, you have responsibility, subject to General Harrison and 
the others, in connection with certificates of necessity, direct loans, 
and also guaranteed loans. 

Mr Woopsinz. That is what I was about to explain. So far we have 
had no direct contact with the guaranteed loans, the reason for that 
being the guaranteeing agencies operate with the Federal Reserve 
Board and private banks, and so far there has been no occasion that I 
know of for General Harrison, as head of DPA, to exercise a function 
policywise or administrativewise with respect to those guaranties, 
though we now are beginning to try to channel information con- 
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cerning those guaranteed loans through to the office, so that DPA will 
be in a position to get the over-all picture. 

Mr. Harpy. Is it safe to say that to the extent that DPA is concerned 
with the guaranteed loans, you are also head of the division respon- 
sible for that? 

Mr. Woopsme. That is right. 

Mr. Harpy. That is fine. Thank you very much. 

Now, General, if you have any particular statement you want to 
make, maybe that would be the best way to start. 

Mr. Harrison. Mr. Chairman, I don’t have any particular state- 
ment to make, but I would like to make some observations in connec- 
tion with the questioning of the earlier witnesses, 

We do have factual information available here, which I think you 
desire, and Mr. Woodside does have the records and I would like, if 
I might, to develop a little background as to how this job has been 
created up to this point. 

Mr. Harpy. It may be you contemplate just what I had in mind, 
General. 

I would like to try to develop this picture in as orderly a fashion as 
we can, so that we can understand just where ODM leaves off and 
DPA picks up. 

Mr. Harrison. Could I, sir, go back a little bit. When the defense 

»sroduction agencies were established, as I recall in the middle of 
September or thereabouts, I was in the office of the Administrator of 
National Production Authority, one of the functions which that Au- 
thority had to perform being the function of recommending approval 
of requests for accelerated depreciation and these loans that have 
been talked about. 

That same authority was delegated to several other agencies in Gov- 
ernment, the Department of the Interior and the Departraent of 
Agriculture. 

The National Security Resources Board was the agency charged 
with finally making the certificate in behalf of the Government. As 
I recall, through October we were working with the National Secu- 
rity Resources Board and the other agencies, attempting to develop 
some ground rules as to how we went about administering, and to be 
certain that we all had a common point of view of the intent of Con- 
gress when it passed this act. 

My recollection is that the latter part of October or early Novem- 
ber there was formulated by the National Security Resources Board 
the equivalent of a starting set of ground rules, and I think Mr. 
Woodside will have those as a matter of record. 

That set up the routines and procedures and methods, and they 
were set up on a very sound businesslike basis. The certificates were 
directed into the Resources Board, the Resources Board in turn dele- 
gated them to the delegate agencies, recommendations were then made 
back to the Resources Board, and action was then taken on the rec- 


- ommendations. 


I happen to be quite familiar with that. Asa matter of fact, much 
of those decisions were arrived at through the medium of across-the- 
table discussion and consideration of the various projects with those 
interested, because we were then trying to formulate our judgment. 
There was no background or criteria, 
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Then we reached the point up until, as I recall, the middle of De- 
cember, with the advent of the establishment of the Office of Defense 
Mobilization, if my recollection serves me correctly, there was a period 
where practically nothing happened in this field, pending the es- 
tablishment of the Defense Production Administration, and I believe 
the record will show that perhaps for 40 or 50 days there were practi- 
‘ally no certificates approved. Is that correct? 

Mr. Woopsine. They fell off very sharply. 

Mr. Harrison. So with the advent of the Defense Production Ad- 
ministration, we picked up with the same staff, with the same ground 
rules, the same approaches, and same procedures as had been developed 
by the National Security Resources Board, and we carried forward 
since that time. 

To the best of my knowledge and belief, whatever it is that is being 
done today is sound as we have interpreted the Defense Production 
Act. 

I must say that we have interpreted it on a very broad base. In other 
words, it has not been our interpretation that the Congress intended 
the Government financial help simply for the purpose of plants that 
were involved directly in the defense effort. We understood and so in- 
terpreted the act that it was to encourage the expansion of resources, 
so there then would be resources available to take care of the Defense 
Production Act and to keep the economy, the industrial economy, 
going. And thereby prevent inflation, because one of the most impor- 
tant considerations in inflation is a shortage of resources. We visual- 
ize by having adequate resources we would take concrete and construc- 
tive effort to avoid the inflationary pressures that were then in 
force. 

That has been the background, sir, that we have approached this, 
and all of our actions have been motivated by that kind of a back- 
ground. 

Mr. Harpy. So that the more plants you build, the more pro- 
duction you are going to have; and if you follow that philosophy to 
its logical conclusion, then you would approve all of the requests 
for certificates of necessity and just get as much production capacity 
as possible all over the country with reference to every conceivable 
type of product. 

Mr. Harrison. Mr. Chairman, may I draw, sir, the distinction be- 
tween the creation of resources and facilities to chew the resources 
up. We are talking about the creation of resources, sir. We are 
talking about the creation of more steel, more aluminum, more of 
the things that are now limiting the defense effort and limiting the 
ability of the economy to go forward. 

Mr. Harpy. Well, in pursuit of that sort of approach, the prime 
consideration would be the source of ores and raw materials. 

Mr. Harrison. That is right, sir. 

Mr. Harpy. And I don’t believe the record would indicate that we 
have done a great deal toward bringing into production marginal 
sources of strategic ores in this country. 

Mr. Harrison. Sir, might I say that, no, the record thus far will 
not indicate constructive results in any of these things because the 
program is starting, but I am sure the record, sir, will show very in- 
tensive and earnest consideration to those matters. 
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Mr. Harpy. As a member of an Armed Services Subcommittee on 
stockpiling and having sat in on every hearing we have had on that, 
I have been somewhat discouraged by the evidences of progress which 
have come to my attention through that source, but we are getting a 
little off the track. 

Now, following your line of thinking then, up to the present time 
the only evidence of expansion of resources is in the expansion of plants 
to process what limited resources we already have; is that right ? 

Mr. Harrison. That is right, yes, sir, 1 think that is; but could I 
please, sir, supplement that by saying that along with that is the con- 
structive work that is being done to create more of those products 
that go in to make up the resources. That has been a very well co- 
ordinated program. 

For example, the steel expansion has not been authorized without 
full regard to the minerals and the ores that are necessary to support 
that steel expansion. It has not been without regard for the trans- 
portation facilities that are required. In other words, it has been 
approached on the basis of the balanced-out program. 

The same thing holds true for aluminum and several others. 

I dare say, sir, that the program is far from being completed and 
again, sir, we are in the preliminary stages of this thing and I am only 
talking about how the approach is being made, and I quite agree, I am 
just as restless about the lack of progress as anyone else, but these 
things must start, sir. 

Mr. Harpy. Of course, I suppose a decision has to be made also as 
to which point you are going to select to start. You have elected to 
start with the processing facilities for using the ores and raw mate- 
rials that are already available on the assumption or perhaps the de- 
termination that we have got ample supplies of the materials neces- 
sary and we are going to put up some more plants before we find other 
sources of supply. 

Mr. Harrison. Please, sir, I am sorry, sir. We have recognized 
that there are shortages of the metallics that go into these, and steps 
are being taken to remove those shortages so that when the additional 
resources are working, similarly the materials that flow into those 
will be available. 

Mr. Harpy. It doesn’t do much good to build more steel plants if 
you don’t have enough manganese to make the steel. 

Mr. Harrison. That is what we think, but still, sir, steps are being 
taken to obtain the additional manganese. ; 

Mr. Harpy. Yes, steps are being taken after a fashion. 

Mr. Harrison. Please, sir, I register my concern and restlessness 
about the speed with which they are going forward, just as you do, sir. 

Mr. Harpy. Any questions along that particular topic by members 
of the committee? 

Have you anything, Mr. Casey ? 

Mr. Casey. No. 

Mr. Harrison. Would you like the up-to-date information? I 
don’t know how recent Mr. Woodside’s data is, I don’t know if he has 
it as of Friday night or not. 

Mr. Harpy. We would like to get some figures in a few minutes, but 
before doing that I wanted to ask you—we had enunciated a while ago 
policies established by the ODM. Have you been operating under 
those policies since February 14? 
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Mr. Harrison. I would say in broad measure we have been operat - 
ing under them ever since the effort was started. 

Mr. Harpy. Then you have adopted a policy of not making loans 
except where funds could not be provided from any other source? 

Mr. Harrison. Mr. Chairman, as an administrative matter, I don’t 
know that I or any other administrator can ever say at any one time 
that every conceivable thing has been exhausted to insure that funds 
could not be obtained from any other sources. We must rely on the 
indicated judgment of the people who come to us for help, and we 
have so interpreted the Defense Production Act, that funds were made 
available for those kinds of purposes. 

Perhaps we have made a wrong interpretation of it, sir, but that 
has been our interpretation of it. 

Mr. Harpy. During the war the Defense Plant Corporation built 
a lot of plants and also a lot of certificates of necessity were issued. I 
do not believe you will find a great many instances where certificates 
of necessity were issued for the amortization of plants built with Fed- 
eral funds, with loans from the Federal Treasury. 

Mr. Harrison. Might I give you the figures on the loans, sir, and 
I will ask Mr. Woodside to correct me. My recollection is—and 
please, sir, if the figures are wrong, I request the privilege of having 
Mr. Woodside correct them—that out of the so-called $600 million fund 
made available in this broad field, my recollection is there has been 
$75 million that has been set aside for the purpose of—and the last 
figures I saw indicated loans had been authorized to the tune of 43 
or 44 million. 

Mr. Woodside, would you—— 

Mr. Woopsipr. That is approximately correct. 

Mr. Harpy. Let me get a few figures here now. What is the amount 
of funds, total amount, available for guaranteed loans? 

Mr. Harrison. At the moment we have set aside $75 million. 

Mr. Harpy. For guaranteed loans? 

Mr. Harrison. Well, wait. May I ask, please, sir, when you say 
the word “guaranteed,” I was thinking of loans broadly. Would you 
correct that ? 

Mr. Harpy. What is the amount, Mr. Woodside, of funds available 
for guaranteed loans? 

Mr. Woopsipe. The only way I can answer that, Mr. Chairman, is 
to say that so far as I know, the amount is limited only by the amount 
available to the guaranteeing agencies. 

Mr. Harpy. There is no over-all figure of availability of guaranteed 
ee the various agencies that have been authorized to guarantee 
them ¢ 

Mr. Woopsine. None that I know of. 

Mr. Harpy. What is the amount of money that is available for di- 
rect loans? 

Mr. Harrison. That is $75 million, the set aside that we have made. 

Mr. Harpy. What is the figure of 600 million that was mentioned 
a while ago? 

Be 3 Harrison. Mr. Woodside, will you be good enough to discuss 
that ¢ 

Mr. Woonstve. Section 304 of the Defense Production Act provides 
that as of any one time $600 million of borrowing authority is author- 
ized for the purpose of carrying out the functions of 302 and 303. 
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Mr. Harpy. 302 and 303 are your direct loans, are they not? 

Mr. Woopsine. They are the direct loans. 

Mr. Harpy. So that your authority in law for making $600 mil- 
lion worth of direct loans is that ? 

Mr. Woopsmwz. That at the moment is the maximum figure that could 
be available for direct loans. 

Mr. Harpy. How much of that have you actually used ? 

Mr. Woopsiwe. Loans have been approved in the amount of roughly 
between 44 and 45 million. I don’t have the precise figure. 

Mr. Harpy. There is no limitation on the volume of certificates of 
necessity that can be issued ; is that correct ? 

Mr. Woopsivr. No statutory limit. 

Mr. Harpy. What is the total amount of tax amortization allowed 
now under certificates of necessity which have been issued ? 

Mr. Woopsinr. The amount applied for in cases where certificates 
have been issued, as of the 13th of March, was $3,500,000,000, in round 
figures. 

Mr. Harpy. You have issued three and a half billion dollars approx- 
imately of certificates of necessity ? 

Mr. Woopsinr. That is not quite correct. That is the amount ap- 
plied for. Now the amount which has been certified for amortization 
over a 5-year period is two billion five hundred and fifty million-odd 
dollars. 

Mr. Harpy. What is the difference between those two figures 
three and a half and two and a half approximately? What does that 
represent ¢ 

Mr. Woopstpr. Let me illustrate by a simple example. A company 
may wish to build a plant that will cost, they estimate, 1 million dol- 
lars. The company will file an application for certificate of necessity 
under section 124—A relating to that 1-million-dollar estimated cost. 
When that has been filed, it will be processed by the various people 
concerned. It may be denied, it may be granted in its entirety, or it 
may be granted in some percentage of the estimated cost. 

To translate that example into terms of figures here based on over- 
all results so far, 7214 percent of the million dollars is the average 
certification. 

Mr. Harpy. In other words, where your applications are for three 
and a half billion dollars, you approved those applications on a per- 
centage of amortization which would give you two and a half billion 
total amotized on a 5-year plan? 

Mr. Harrison. That is right. 

Mr. Harpy. In the granting of certificates on three and a half 
billion dollars of plant expansion what percentage of your total appli- 
cations does that represent? Let’s put it another way. 

What is your total applications, the amount of your total applica- 
tions, for certificates of necessity ? 

Mr. Woonsir. As of the same day, the 13th of March, the aggre- 
gate was $11,689,000,000. 

Mr. Bouirne. Just to clear the record, I have here Report No. 57, 
Business Expansion Office, and I don’t understand. There seems to 
be a discrepancy in the figure that I have underlined. I wish you 
would clear that up. 

Mr. Woopsipe. The explanation of the difference between these two 
figures—I might say that is an internal record there, which has been 
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given some publication unfortunately. The terminology is not too 
happy. 

The figure to which you refer, the amount of total applications 
determined to be eligible 

Mr. Harpy. What is that amount, so we will have our records clear ? 

Mr. Woopsipe. Perhaps you had better let me give it to you from 
these figures. 

Mr. Harpy. All right. These figures are not correct ? 

Mr. Botuine. There is a third figure. 

Mr. Woopsipr. Let me give you the whole thing. That is different. 
I have given a total of the applications. The amount of that that we 
consider eligible for certification was three billion four hundred and 
twenty-seven million. 

Mr. Harpy. That is the amount you have approved certificates on? 

Mr. Woopsipr. No, sir; that is the dollar amount of the estimated 
cost which we considered eligible for certification under the statute. 

Mr. Harrison. Would you be good enough to explain that differ- 
ence ¢ 

Mr. Woopsipr. In general we have deducted land cost from the 
application. 

Mr. Harpy. You wouldn't expect to amortize that, necessarily. 

Mr. Harrison. But the application comes in with the land in, and 
we deduct before we start working. The office figures that ought not 
be in there, but, nonetheless, the application contains the total amount. 

Mr. Woopsipe. In many cases they are applications representing con- 
struction prior to January 1, 1950, and under the terms of the statute 
they should be excluded, and then in certain cases there are deduc- 
tions—well, no—that roughly explains the difference. 

Mr. Botuine. This is a reconciliation of the applications with the 
provisions of the law in effect ? 

Mr. Harrison. That is right, because we thought it never was in- 
tended that land or that work that was started or money that was spent 
prior to this cut-off date was to be included, so we automatically start 
with deducting those figures. 

Mr. Woopsine. The percentage, if I may say so, is a percentage of 
the depreciable amount of the investment. Amortization is a deduction 
in heu of depreciation. 

Mr. Botuine. So that you have in effect applications totaling three 
anda half billion. This figure which is your total figure of that amount 
of the applications which is actually eligible, and then the third figure, 
which is roughly two and a half billion—two billion five hundred and 
fifty million—is the amount of those applications as adjusted, which 
you have actually approved. 

Mr. Woopsinr. That is right. That is the amount which may be 
amortized over a 60-month period upon the happening of certain 
events. 

Mr. Botiine. What is the percentage? Is it the percentage of the 
revised amount or the original amount? 

Mr. Woopsine. I have given both here. Of the total estimated cost 
of the investment it comes out to about 72.5 percent. Based upon the 
second figure—in other words, the amount of depreciable assets deter- 
mined to be eligible—it is 74 percent. 

Mr. Harpy. In other words, if you took an average and you would 
figure that all those plants that you granted certificates of necessity 
on would be worth 25 cents on the dollar at the end of 5 years? f 
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Mr. Woonsipe. I wouldn’t put it that way. 

Mr. Harpy. Twenty-six cents, if you want to split hairs. 

Mr. Woopsipe. No. 

Mr. Harpy. Just what does it mean? 

Mr. Harrison. Mr. Chairman, might we go back again to the 
philosophy of understanding our operation of this? We have assumed 
that the Congress intended that there be made av: ailable financial help 
to expand our resources. Now, as you well know, sir, there are several 
schools of thought that suggest that Congress intended that every 
applicant receive 100 percent accelerated “depreciation over the 5- 
year period. As I understand, there has been a bill introduced to 
that point. 

We have made our percentage figures come out against a background 
of several important determinations, and I am not able to say the 
weighting that we gave to each determination, but it doesn’t follow in 
our ‘thinking at all that because we have recommended that a plant be 
written off at 75 percent that same plant is thought to only have 25 
percent useful life at the expiration—— 

Mr. Harpy. I didn’t say “useful life,” but it would be 25 percent 
value in terms of its usefulness in the civilian economy after the 
emergency. 

Mr. Harrison. Sir, I meant that same thing, too, in respect to useful 
life. I think life of a facility that can be gainfully used. Yes, I am 
thinking the same as you are. 

Mr. Hardy. So you are figuring that all of the plants—novw, here is 
three and a half million dollars’ worth of plants that you have already 
approved certificates of necesity for. You are figuring that in a com- 
petitive situation and in the civilian economy when we get through 
with this emergency, they are going to be worth 26 cents on the dollar. 

Mr. Harrison. No, I am sory. Ww hat we have attempted to say is 
in our judgment and in the exercise of the ground rules laid down by 
the Congress, after reading all through the testimony, that we interpret 
that to be the intent of the Congress. 

Mr. Harpy. What was the intent of the Congress? 

Mr. Harrison. To encourage expansion of resources, so that the 
defense program would go ahead and so that our industrial economy 
would proceed. 

Mr. Harpy. I don’t think anybody would argue about that. The 
Congress undoubtedly intended you to encourage the expansion of 
facilities. If we hadn't wanted that, we certainly wouldn’t have passed 
any bill providing for accelerated amortization. 

Mr. Harrison. That is correct. 

Mr. Harpy. Did the Congress or did it not intend there would be a 
realistic valuation placed on the worth of a facility at the end of the 


emergency ¢ 


Mr. Harrison. We understand that to be one of the considerations 
that the Congress was to take into account, not the determining con- 
sideration. 

Mr. Harpy. In other words, if you have got to give a man an entire 
plant and let him pay for it through the accelerated process and relieve 
him of excess profits and on the amount of money that goes to retire 
that plant, you are just going to let the taxpayers, either through the 
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defense effort itself or through inflated prices because of the defense 
effort, get a plant free at the end of the emergency. 

Mr. Harrison. No, Mr. Chairman, I didn’t say that. What I said 
was that as we interpreted the intent of the Congress with respect to 
these facilities that have thus far been approved for accelerated de- 
preciation, it has been our judgment that the intent of the Congress 
was followed out in the recommendation that we have made for the 
seventy-odd percent accelerated depreciation. 

Mr. Harpy. I wouldn’t take issue with you on that, because I think 
obviously you would try to carry out what you consider to be the intent 
of Congress. 

Mr. Harrison. These matters of judgment, sir—I do want to say, 
sir, that our judgment wasn’t predicated on the single factor of the 
usefulness of the life of this facility at the expiration. That is all 
I wanted to say. 

Mr. Casey. General, at that point I wonder—wouldn’t it be appro- 
priate to specify exactly what the language says as to the basis for 
issuing a certificate of necessity ¢ 

Mr. Harrison. We have written several memoranda on that, trying 
to get our own thoughts collected on it, and I think Mr. Woodside has 
that. 

Mr. Casey. Let me put it another way. You say that the economic 
utility of the plants at the end of the 5-year period is only one of 
the factors to be considered in fixing the percentage of the certificate. 

I wonder if you could enumerate the other factors. 

Mr. Harrison. Yes, broadly. 

Mr. Casey. Is that the same question put a different way ? 

Mr. Harrison. Broadly, if I may, we start on the premise that we 
are short of resources and, being short of resources, our defense effort 
is likely to be impaired, inflation is likely to run rampant, because 
resources are short, and we do not have enough steel and employment 
is likely to be impaired because we do not have sufficient resources. 
That is the background. 

Mr. Harpy. You have to determine the applicability of each of 
those with respect to a particular industry or particular applications? 

Mr. Haretson. We do, sir. We have very careful studies made of 
those things. 

Mr. Harpy. Excuse the interruption. 

Mr. Harrison. We start against that background and then we try 
to determine broadly the things that are necessary to be done to 
expand the resources. Now, we start with the premise that they 
intended that there be Government financial aid to do that, and we 
happen to think a very sound and a very forward-looking approach 
by Congress in that thing. 

Now, we have attempted to develop these criteria as we have worked 
along on the thing. So that we work against that background. We 
have tried to take each of these projects and break them down and 
make a judgment estimate as to the usefulness of the particular product 
at the end of 5 years. We take a steel mill, for example. We break 
it down to six or seven component parts, and we attempt to evaluate 
in our judgment what we think will be the useful life of that par- 
ticular component. 

Mr. Harvy. You do that with respect toa particular mill ? 

Mr. Harrison. Yes, sir. 
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Mr. Harpy. Or do you have a basis on which you say, “We made 
this for one plant and we will give it to this one” ? 

Mr. Harrison. No; we start on the basis of a particular applica- 
tion, not a particular mill, but a particular application. It comes in, 
and we try to find out what is intended to be spent under that applica- 
tion. We break it down and we give percentage values, in our judg- 
ment again, to these different components. 

Then when we have finished the whole thing, frankly we wrap it 
up into a common figure. That is to illustrate how we get at it. 

Mr. Harpy. That brings out a very pertinent point. I think it 
would be interesting to know what is the variation in the percentage 
allowed on your certificates of necessity for similar types of plants 
within an industry. 

Mr. Harrison. In broad measure for the same type of a thing— 
for example, if it happens to be a coke oven or it happens to be bloom- 
ing mill 

Mr. Harpy. Take a coke oven. How much variation is there be- 
tween the percentage allowed for one coke oven and that for another ? 

Mr. Harrison. My recollection is, sir, there is none, with this ex- 
ception: That in the case of small businesses or new businesses we 
have attempted to interpret the intent of Congress, which was to 
encourage those, and we have granted a little higher depreciation rate 
in those cases. 

Mr. Harpy. So that, except in the case of the very small plant, the 
percentage allowed is the same and actually a careful scrutiny of the 
individual application was wasted effort; wasn’t it ? 

Mr. Harrison. No, sir; I am awfully sorry, sir, because in the event 
of a project, we will say, of a million dollars, there might be a hun- 
dred thousand dollars of that project made for coke ovens, there 
might be two hundred thousand of it for blooming mills, might be 
three hundred thousand for dockside facilities, or something. 

Mr. Harpy. If you have set up a percentage applicable to each par- 
ticular phase of that application, all you need to do is apply that 
percentage and then properly weight them, and you have got your 
percentage for the entire application. 

Mr. Harrison. Mr. Chairman, that is a starting point. But in all 
instances we feel there should be the exercise of judgment on these 
things. Sure, we do have those kinds of ground rules to start with, 
and we do want to insure that there is uniformity of treatment for the 
type of facility. We make a direct effort-to do that. 

I only illustrate it to indicate at least the thought and the care with 
which this thing has been approved. 

Mr. Casey. Esticiat, do you find any language in the Revenue Act 
of 1950 upon which to base the policy to give new ventures a higher 
percentage certificate than existing concerns—existing business 
concerns ¢ 

Mr. Harrison. Yes; we found, sir, running through the whole 
intent of Congress, running through the whole intent of the admin- 
istration, and it seems to me 

Mr. Casey. Do you find it in section 124? 

Mr. Harrison. Please, sir, I cannot particularize as to that, but I cer- 
tainly have taken it as the intent of Congress and the intent of the 
administration to render help to small businesses and to new enter- 
prises, so that monopoly shall not be fostered. 
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Mr. Casry. Do you construe that the certificate of necessity is in 
effect a form of subsidy ? 

Mr. Harrison. No; I do not so construe it. My idea is the certificate 
of necessity was a very broad-gage approach by the Congress to facili- 
tate expansion of resources during this trying period that the country 
is in. 

Mr. Lanrarr. We have used this term “resources” several times, and 
I believe you stated, General, the whole basis in your approach to this 
is to develop resources which are in short supply. 

Mr. Harrison. Yes, sir. 

Mr. Lantarr. With reference to the term ‘resources,’ do you mean 
raw materials or the manufacturing resources to produce a finished 
product? What do you mean by resources ? 

Mr. Harrison. Broadly, sir, I mean raw materials and the products 
that bring a raw material into a semifinished state, which then can go 
on to be chewed up into an end product. 

Mr. Lantrarr. Have you arrived, then, at a conclusion that there is 
a shortage in the country of the manufacturing resources capable of 
producing finished products ? 

Mr. Harrison. As a generalization, we have arrived at the contrary. 
We have arrived at the view that there is ample facilities in the country 
for what we call chewing up resources. 

Mr. Lantarr. What percentage of certificates have been granted to 
develop the raw materials as compared with certificates granted to 
develop or expand manufacturing plants which you say are in over- 
supply. 

Mr. Harrison, Please, sir, I didn’t mean to imply they are in over- 
supply. I meant to imply that they are adequate. 

Mr. Lanrarr. If they are adequate, then the intent of Congress, if 

varried out, would mean that no certificates would be granted for plant 
expansion. 

Mr. Harrison. No; I wouldn’t go that far, because in any chewing- 
up process you need a new kind of a chewing-up facility, which kind 
of facility heretofore has not been used. 

To illustrate, take a large press for punching out or pressing out 
extrusions, aluminum extrusions, if you like. That is a piece of a 
facility to chew up something, but it is a facility that heretofore has 

not been available. So that there has been help given in the case of 
that kind of a press. We will just take that. 

Well, if Mr. Woodside doesn’t have the figures, we will furnish those 
to the committee, and you will find that the preponderant amount of 
certificates have been evolved in those cases of what I would charac- 
terize as expansion of the resources as contrasted with the facilities 
to chew resources up. 

Mr. Lantarr. I know from conversations I have had with the Muni- 
tions Board that they are in a buyer’s market; that there are ample 
plants in the country to produce end products for the defense effort. 
They cite a case where the Government wanted to buy some steel 
barges, and I think there were a hundred fifty or sixty plants that bid 
on those barges. So that was why I was interested in just what you 
meant by this shortage of resources; and, if we do accept the premise 
that we have : ample manufacturing facilities, with some reservations, 
then is it not the intent of Congress not to continue to expand certain 
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plants at the expense of other existing facilities and small business 
but merely to expand sources of raw materials? 

Mr. Harrison. We have so interpreted that. 

Mr. Lantarr. If that is true then what percentage of certificates 
already granted have been granted to encourage the production of raw 
materials as compared with the expansion of existing plants! 

Mr. Harrison. I don’t know, sir, whether Mr. Woodside has them 
broken down, but, if he doesn’t have, I will furnish it to the committee. 

Mr. Woopsipe. I don’t have that breakdown with me, but I can per- 
haps answer your question this way: that the certifications so far 
have occurred in four or five major areas: 

1. Your steel industry, which includes everything from ore on up 
to finishing mills; 

2. Your petroleum industry, where you are seeking an increase in 
your capacity ; 

3. Aluminum, we have a shortage of aluminum that the General 
referred to; 

4. Transportation facilities, including ore carriers ; 

5. Refractories for the purposes of serving the furnaces ; 

6. Then a broad category of cases in which the services have been 
interested. They have been interested in all kinds of manufacturing 
facilities for military end products. 

Mr. Lantarr. Now in connection with granting certificates for the 
creation of military end products, have you made a study and arrived 
at the conclusion that there did not exist in the country sufficient 
plant capacity to produce a specific end product before you granted 
the certificate ? 

Mr. Harrison. Might I answer that? Some months ago I wrote 
& memorandum as a matter of record to Mr. Creedon, head of the 
Facilities Bureau, and directed them not to approve any such facil- 
ities untfl such investigation had been made. Yes, sir; we have very 
definitely done that. 

Mr. Lantrarr. Can you say that no certificate is approved or that 
no loan is approved or nor guaranty is approved if there exists any- 
where in the country the manufacturing facilities capable of pro- 
ducing the end item ? 

Mr. Harrison. No; I cannot say that. Again we have attempted 
to be practical in the administration of this thing. For pore if, 
in a major city, there was a contract, which contract needed some 
additional kinds of facilities, and that major city happened to be 
located in Michigan, we have not explored everything in Texas and 
California and New England to do that. 

As a practical matter, what we are now working toward is the 
establishment of zones, and we are setting up field offices, and we hope 
to do this in a practical manner with respect to zones or areas. But 
ugain it gets down to the fact that as a practical matter I doubt if 
we have authorized any accelerated depreciation, except in special 
pases where it has been proven that there hasn’t been facilities for the 
expansion of what we will call chewing-up facilities, because we 
recognize that, if we so did it, we would not take advantage of the 
facilities that are now available—not only physical facilities but or- 
ganizations. We would not be helping small business to the extent that 
we have an obligation to help small business. 
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So we have definitely, but I gouldn’t say, sir, that every facility 
in the country has been examined and tested against a given matter. 
We try to approach it on a very sound and what we think is a practi- 
cal basis. 

Mr. Lantirr. You approach it on an area basis? 

Mr. Harrison. We are nok attempting to approach it broadly 
on an area basis. 

Mr. Lanrarr. Don’t you think that tends to penalize nonindustrial 
areas in this program to the extent of those areas that are already 
heavily industrialized ? 

Mr. Harrison. Yes; I think it would if we were to approve such 
expansions, but bear with me, sir. As yet I doubt if any such ex- 
pansions have been approved, because we have this very deliberate 
policy that we do not think it is sound to use up our resources—steel 
and copper and lead—to build new facilities if there exist any other 
facilites. 

I can’t say, sir, that we are a hundred percent foolproof on that. I 
do say it is our intent and I would be vary much surprised if we have 
authorized any such. 

Mr. LanrarFr. Mr. Chairman, I am interested in having the statis- 
tics furnished this subcommittee as to percentage of approvals that, 
have been for increased resources in the field of raw materials as com- 
pared with the manufacturing of end items. 

Mr. Harrison. I think it would be very helpful as a matter of con- 
tinuing record to have that information. The reason I don’t think we 
have it is because I don’t believe—we have had a stop on the thing. 

Mr. Casry. To get back for a minute to this question of the essen- 
tial nature of a certificate, you stated, I believe, it was not a form of 
subsidy. 

Mr. Harrison. In my judgment it is not, sir. In my judgment it is 
an intent on the part of the Congress to encourage the building of 
these facilities. 

Mr. Harpy. Subsidies, General, manifest an intent of Congress. 

Mr. Harrison. Please, sir, 1 am not an economist and I am not a 
financial expert and I don’t quite understand those languages. I don’t 
know what a subsidy means. All I know is we are trying to administer 
the intent of Congress on that thing. I don’t find the word “subsidy” 
in any of the records. Maybe it is there. ‘ 

Mr. Casey. General, is it not true that certificates of necessity were 
the outgrowth of the beginning of World War II? 

Mr. Harrison. Sir, I really do not know. 

Mr. Casey. Are they in essence a substitute for the rate of depre- 
ciation fixed by the Bureau of Internal Revenue for peacetime 
facilities? 

Mr. Harrison. Yes; the Congress so indicated that they were to be. 

Mr. Casry. And don’t they represent what is determined by the 
Government, in this particular instance by the National Production 
Authority, to be a true business cost of that concern during the period 
of the emergency ? 

Mr. Harrison. No, sir; lam sorry. I was very much interested. I 
have no knowledge that suggests that the cost incident to the acceler- 
ated depreciation part of the expense is a cost that is to be borne by the 
current purchasers of the material. 
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Now, Mr. Woodside can correct me on that. I would lke to illus- 
trate, for example. When Mr. Larson negotiated the contracts to buy 
aluminum, for example, my recollection is—again it is my recollec- 
tion—that those contracts are predicated on average market prices 
of aluminum. 

Mr. Casey. In other words you only allow normal depreciation for 
pricing purposes / iyi 

Mr. Harrison. Please, sir, I don’t happen to have the responsibility 
for executing any of these contracts. 

Mr. Harpy. Maybe Mr. Woodside can answer that. 

Mr. Woopstpr. Mr. Chairman, as I understand the history of this 
thing from World War II, in the procurement the services allowed as 
an element of cost normal depreciation, or attempted to, but under 
the renegotiation statute the full amount of the certificate of necessity 
was allowed as a cost at the time of renegotiation. I think that in 
general terms is the picture. 

Now I understand the Renegotiation Act recently passed, last week 
or so, contains essentially the same provisions with respect to the 
allowance and amortization as a cost at the time of renegotiation. 
So far as I know, I believe the services have decided to follow about 
the same policy they did before on the contract prices, although 
please don’t hold me to that because I don’t know whether they have 
finally come to that conclusion or not. I know it has been under 
discussion for some time. 

Mr. Harpy. The net effect is this: That in the event any company 
makes in excess of a normal profit, when you take into account the 
prices on a normal rate of amortization—rather the pricing—they 
will not be subject to an excess profits tax until they reach the ac- 
celerated rate of amortization. 

Mr. Woopsipr. That is right. 

Mr. Harpy. So that the accelerated rate of amortization goes into 
play unless the company just doesn’t make enough money to cover. 

Mr. Harrison. Yes. 

Mr. Woopsipr. I don’t believe it is possible, Mr. Chairman, to say 
in any case what amount of your accelerated amortization is included 
in the price. The reason I say that is under 124 of the statute during 
the last war there was a provision for a certificate of nonreimburse- 
ment. 

In other words, in general terms, the effect of the thing was there 
had to be certification by the authorities that the contractor was not 
being reimbursed by the Government for the cost of the facilities 
over and above his normal depreciation. It became an impossible 
thing to administer. I don’t think there were more than a half dozen 
certificates issued under that provision, and the section was repealed. 
If you ask me in any case to say how much of, say, a 75-percent cer- 
tificate will be reflected in the cost of the product, either in a military 
procurement item or steel or copper or aluminum or some other 
product, I don’t know how to tell you how to find out. It is one of 
those things that becomes lost. 

Mr. Harpy. You know that it is reflected fully if the company 
makes enough money for it to be reflected fully; isn’t that right? 

Mr. Woopsinr. It is entirely possible, if the company makes enough 
money, it will be reflected fully. 
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Mr. Harpy. It is entirely possible. Is there any other interpreta- 
tion that you can place upon it, if in your renegotiation allowance it 
is going to be made for the amount that you determine on the 
certificate of necessity ? 

Mr. Woopsine. I don’t believe I follow you. 

Mr. Harpy. If in renegotiation the amount established on your 
certificate of necessity is going to govern, if the company makes that 
much money, then that amount goes into the price of the article that 
is sold. 

Mr. Woopsipe. Sure. 

Mr. Harpy. There can’t be any question about that. The only 
time when a full amount would not be reflected is when the corpora- 
tion failed to make that much money. 

Mr. Harrison. That is right. 

Mr. Wor omg In those cases subject to renegotiation, that is right. 

Mr. Casey. I don’t believe we have the record clear on the factors 
that go into the determination of the percentage. The general out- 
lined the background. Outside of the consideration being given to the 
economic utility of the plant after the 5-year period, I would like to 
have a further explanation of what other factors are considered in 
fixing that percentage. 

Mr. Woopsinr. Mr. Casey, I have here a memorandum which dis- 
cusses in some detail our approach to this whole problem, and I would 
be glad to submit it for the record, if you like. 

Mr. Harpy. We would like to have a copy of it. I don’t know if we 
want to put all that in the record, but can you tell us in a very few 
words in general the nature of the factors that are considered ? 

Mr. Woopsipr. Well, let me start at the beginning, if I may. 

Under the statute you have to find first that the facility is necessary 
in the interest of national defense. That means that in almost every 
‘ase it is going to be necessary to find there is a shortage of those 
facilities. That will bea shortage either in terms of the situation as it 
has obtained or a shortage as you forsee it in the light of the increased 
demand resulting from the defense effort. 

We have approached the problem so far pretty much on the basis of 
an industry approach rather than a case-by-case approach. We have 
operated so far in areas, as I mentioned before, where there were pretty 
well-defined targets, where the scope of the expansion which you were 
trying to draw out by this means was pretty well known, and in each 
of those cases, in each of these areas, there has been a desire to get a 
very substantial increase in capacity over and above that which has 
obtained. And they have been in areas where, in our judgment, the 
degree of expansion called for has involved a substantial, in our 
judgment, ris':; that upon a return to normal conditions—take your 
own definition for “normal”—there might very well be a sizable excess 
of capacity. 

That excess of capacity would affect the value of every plant in the 
country. 

Mr. Harpy. It would affect the value of not only the one you have 
granted a certificate on, but the one that didn’t expand. 

Mr. Woopsmnr. That is right. In attempting to reach a fair judg- 
ment as to that risk you are also faced with the proposition that many 
of these companies just cannot raise the money to finance sizable 
expansion unless they have this sort of help, because you can’t accumu- 
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late the same amount of cash reserves to service debt at a 62-percent 
tax rate as you can at a lower rate. So that the financial element has 
entered into the calculations very substantially. 

Mr. Harpy. I hate to interrupt, but we will have to adjourn in a 
minute. I thought we might be able to get a statement in broad terms 
of these other factors. It looks like we probably will not be able to 
do it. I had hoped we could do it in order that we could more intelli- 
gently discuss them when we came back. 

Since we have had one or two that were mentioned in a way that I 
think we can understand them—the necessity and the need—that is 
one factor—-but if we can’t approach it on that basis, I think we had 
better dismiss that until we have more time. 

Mr. Harrison. Would it be helpful, sir, if we attempted to prepare 
a memorandum for you on that thing? 

Mr. Harpy. I had sort of hoped, General, and I am a little dis- 
appointed in Mr. Woodside’s versatility, I had sort of hoped he might 
be able to just spout out in short order a few general principles that 
we could mull over and explore a little bit more. » Frankly, I think 
he is just a little modest in not wanting to do that rather than not being 
vapable of doing it. 

Mr. Harrison. May I, on behalf of Mr. Woodside, say this: This 
has been a very important thing, and we have been consistently work- 
ing. How can we write down a simple set of ground rules? We have 
difficulty with it, Mr. Chairman. 

I don’t know, very frankly now, whether we want to operate on a 
set of fixed ground rules. What we want to try to do is try to 
analyze these cases. Responsible people—and I participate in the dis- 
cussion with the rest of the people—try to use our judgment on these 
cases. I have attempted to avoid the establishment of too hard and 
fast rules on these things. I want to make that clear, sir. 

Mr. Harpy. I didn’t mean for us right now to get into a lot of 
detail on your set of ground rules, but I thought we might enumerate 
in 1, 2, 3, 4 order the broad principles that were involved here, but we 
are getting sort of tangled up. I think we had better leave that until 
a subsequent hearing. 

Mr. Lantarr. What is this memorandum, the one Mr. Woodside has 
here? 

Mr. Harpy. We will ask him to leave it. 

Mr. Casry. I have a copy. 

Mr. Harrison, It is a very helpful memorandum and discusses the 
whole thing. It can’t be boiled down in a half page, our ground rules. 
That is the unfortunate part. 

Mr. Harpy. Here is an item of statistics I would like to clear up 
before we leave. A reference was made to an authorization of $600 
million in section 304, and I believe it was stated that $75 million of 
that $600 million had been set aside for direct loans. 

Mr. Harrison. Yes, sir. 

Mr. Harpy. Which would leave $525 million of the total authorized. 
I would like to just inquire as to whether that $525 million is cur- 
rently available for direct loans. 

Mr. Harrtson. No, sir; it is not. It has been committed for other 
purposes. If the committee wishes, I would be glad to give them a 
complete analysis of those commitments. 
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Mr. Harpy. Can you tell us without getting into detail how much of 
that fund is still left? 

Mr. Harrison. My belief is, sir, it is more than run out at the minute. 

Mr. Harpy. You mean it is already oversubscribed ? 

Mr. Harrison. There are enough thoughts in the mill that would 
oversubscribe, and I went before another committee last week or the 
week before requesting more money for that fund, so I am familiar 
with it. Our biggest Silieation. sir, is for the set aside of funds for the 
functions which the Government is performing in the way of central 
purchasing of some of our basic commodities such as tin and rubber and 
some other items, machine tools. 

Mr. Harpy. Then you are using this fund for stockpiling ? 

Mr. Harrison. No, sir; I am sorry. I would like to explain it in 
another way. It has been thought to be the considered judgment 
of all of us in Government that there ought to be one central agency 
to buy certain commodities. I will illustrate by rubber and tin. Now 
there must be working capital provided to buy the rubber and tin, 
and we have alloeated money out of this $600 million fund for that 
purpose. 

Mr. Harpy. Do you mean to tell me we didn’t have any money 
available for the purchase of those things from other funds? 

Mr. Harrison. Yes; I so mean to tell you. 

Mr. Harpy. What is the General Services using in its program? 

Mr. Harrison. I am sorry, sir. They have been buying for stock- 
pile purposes and other things, and these are funds that have been 
allocated to General Services for that purpose. This is a new function. 

Mr. Harpy. The authority set up in the act for the use of the $600 
million is pretty broad ? 

Mr. Harrison. We so interpreted it. 

Mr. Harpy. How much more money do you ask for ? 

Mr. Harrtson. Could I have this off the record ? 

Mr. Harpy. Is there any reason why ? 

Mr. Harrison. It is a very substantial amount. If you will be good 
enough to excuse me 

Mr. Harpy. We will overlook the question for the moment. 

Mr. Harrison. I will whisper it to you afterward. 

Mr. Harpy. That is quite all right, General. Except for the $75 
million, it is all gone now? 

Mr. Harrison. Well, it is all committed, sir. Physically it has not 
been used, but we consider it a commitment. Now Mr. Woodside can 
give you the last official tally on it. What is the last official figure? 

Mr. Woopstpe. The last figure I had was four-hundred-some-mil- 
lion, but several things have occurred in the past few days which 
have altered that, and I have not had a chance to pull the figures 
together. 

Mr. Harrison. It is pretty near run out. 

Mr. Harpy. How much of your $75 million that you have set aside 
for direct loans have you used ? 

Mr. Harrison. Forty-four or forty-five. 

Mr. Harpy. You have still got about 30 million of that left? 

Mr. Harrison. Yes, Mr. Chairman, and I am sure, sir, if there were 
some more loans that were coming along that justified the granting of 
them, there might well be some of this unallocated, or the new funds 
might be coming along. 
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Mr. Harpy. Unless there is some further question we need to ex- 
plore at this time, we will adjourn, to reconvene at 2 o’clock in this 
room. 

(Whereupon, at 12:30 p. m., the subcommittee adjourned, to re- 
convene at 2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Harpy. Let the subeommittee be in order. Mr. Woodside and 
General Farrell, will you come back, please. 


FURTHER STATEMENT OF BYRON D. WOODSIDE, DIRECTOR, BUSI- 
NESS EXPANSION OFFICE, DEFENSE PRODUCTION ADMINISTRA- 
TION; ACCOMPANIED BY T. F. FARRELL, DEPUTY ADMINISTRA- 
TOR,. DEFENSE PRODUCTION ADMINISTRATION 


Mr. Harpy. I would like to clear up just one or two questions. 
I believe the figures that we had indicated that the average amortiza- 
tion under certificates of necessity which have been issued permit the 
accelerated amortization of 74 percent of the plant value. Is that 
about correct ¢ 

Mr. Woopsipg. Seventy-four percent of that portion of the estimated 
cost which we believe is certifiable. 

Mr. Harpy. Which means the plant value eliminating the land. Is 
that correct ¢ 

Mr. Woopsine. Excuse me; not plant value. The applicant’s esti- 
mated cost of that plant. 

Mr. Harpy. And if it costs him less than that, then his percentage 
of actual cost would be increased; and if it cost him more, it would be 
decreased ? 

Mr. Woopsipre. No, sir. 

Mr. Harpy. How does that work? 

Mr. Woopsipr. The copy of the certificate after it has been signed 
by the Administrator of DPA is sent to the Bureau, and at some point 
along the line the company will amend its application to reflect any 
changes in those figures, or at least it may. 

But when it actually comes to use the certificate, the company will 
be entitled to apply that percentage against the basis of its property. 

Mr. Harpy. You mean the actual cost of it? 

Mr. Woopsinr. Yes, sir. 

Mr. Harpy. So then my first query was essentially correct, that, 
looking at the average plant, 74. percent of its cost would be amortized 
over a 5-year period. 

Mr. Woopsipr. That is correct. 

Mr. Harpy. The plant cost? 

Mr. Woonstpg. Yes, sir. 

Mr. Harpy. Now with respect to the remaining 26 percent, is that 
amortizable at the normal rate? 

Mr. Woopsine. Yes, sir. 

Mr. Harpy. That would be amortizable at the normal rate. Then 
the percentage of his total plant cost amortized over a 5-year period 
would be considerably in excess of 74 percent then. Is that right? 

Mr. Woopsipr. It would be something-in excess of 74 percent, 
depending upon the rate of depreciation normally taken for that type 
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of facility. If it is a 5-percent facility, for example, it would be 5 
percent of 26 percent. 

Mr. Harpy. For a year that would be 25 percent of 26 percent ! 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. So assuming that particular case, it would be another 
8.5 percent, which would bring him up to about an 83-percent recovery 
of his plant cost, assuming a 5-percent plant. 

Mr. Woopsine. Yes, sir. 

Mr. Casry. Mr. Woodside, then that provision in the law which 
in substance says that the amount certified shall be in lieu of the 
amount of normal depreciation permitted under Bureau of Internal 
Revenue schedule such-and-so applies only to the portion of the plant 
that is covered by the certificate. Is that so? 

Mr. Woopsine. Yes, sir. 

Mr. Harpy. So under your interpretation of it, assuming a plant 
with a normal 5-percent depreciation and an average rate, something 
over 80 percent of the total cost of his plant would have been recovered 
through amortization in a 5-year period. 

Mr. Woopsinr. Would have been deductible for tax purposes dur- 
ing the 5-year period. 

Mr. Harpy. That is putting it more accurately and more technically. 
Let us look again at this $75,000,000 that has been testified was set 
aside out of the $600,000,000 for direct loans. I believe it was testi. 
fied that loans have been made aggregating about $45,000,000 ? 

Mr. Woopsine. That is correct. 

Mr. Harpy. Do you know how many loans that represents? 

Mr. Woopsipe. About 21. 

Mr. Harpy. Can you tell the committee how many applications are 
now pending? 

Mr. Woopsipr. I cannot give you an exact figure, Mr. Chairman, 
because those loan applications under the Defense Production Act are 
filed in the first instance with the so-called delegate agencies, which 
are Commerce, Interior, Agriculture, and Defense Transport. The 
applications are filed with those agencies. The field investigation is 
made by. the RFC as their agent, and I believe in some instances the 
field offices of the delegate agencies themselves are employed. The 
loans are reviewed by the delegate agencies, and if they are denied 
we never see them. 

If a recommendation is made for approval, then they are forwarded 
to the Defense Production Administration. Now as of a recent date, 
I think the applications received totaled somewhere around 440—do 
not hold me to that; that is rough—among the four agencies. 

Mr. Harpy. Can you tell the committee how many applications for 
loans are now before NPA or DPA, as the case may be, recommended 
for approval by the delegate agencies ? 

Mr. Woopsipe. There are in our shop at the moment, I think, either 
three or four recommended loans on which we have not yet taken 
action. I understand that there have been denials by the delegate 
agencies that run up close to 100. Of those which remain, I am not 
in position to give you an estimate of what might be coming up for 
approval, but I think that the budget estimates that we were working 
with totaled possibly a total requirement of—well, I think Commerce's 
total loan estimates were somewhat over a billion dollars for the 
remainder of this fiscal year. 
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Mr. Harpy. Direct loans? 

Mr. Woopstpe. Yes, sir. 

Mr. Harpy. Something over a billion dollars? 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. Then it is a pretty reasonable assumption that they 
have got a lot of applications in there which they expect to recommend 
favorably. 

Mr. Woonsinr. No, the budget estimates were prepared on the basis 
of what might come forward. That is not an indication in any sense 
that that is what would be recommended or, if recommended, it would 
be approved. But the only thing we had to go on was what they had 
in the way of applications and what they expected to receive if they 
continued to come in about the same rate. 

Mr. Harpy. Between now and July 1? 

Mr. Woopsine. Yes, sir. 

Mr. Harpy. You say there are three or four applications pending 
now. Can you tell us the aggregate amount involved in those loans 
that are pending, approximately ? 

Mr. Woopstnr. I believe they would be less than $5,000,000. 

Mr. Harpy. So, assuming that those were approved, even after they 
were approved you would still have in the neighborhood of $25,000,000 
available for direct loans. 

Mr. Woopsipre. Yes, sir. 

Mr. Harpy. In the consideration of an application for a direct loan, 
you are governed by the policies that were enunciated here this morn- 
ing by Mr. Howse ¢ 

Mr. Woopsipe. I have seen that policy statement; and without 
having it before me or having an opportunity to check each point in 
there, I am confident that the administration of the 302 loan program 
to date has not been in conflict with any major aspect of that policy 
statement. 

Mr. Harpy. Let me ask you this: Did you participate in the formu- 
lation of that policy ¢ 

Mr. Woopsipr. No, sir; that was a statement by the Office of Defense 
Mobilization. 

Mr. Harpy. I understood that that policy was promulgated for the 
guidance of DPA in connection with these loans. Ordinarily one 
agency of Government does not promulgate policies affecting another 
one without at least some collaboration. Do I take it from your state- 
ment that insofar as you know, Defense Production had no part in 
collaborating or anything else in connection with the policies under 
which it would process loans ? 

Mr. Woopsine. I speak for myself on this. I did not have any part 
of this policy statement of ODM. 

Mr. Harpy. Were you aware of the existence of that policy state- 
ment ? 

Mr. Woopsipr. I became aware of it within the last 10 days or 2 
weeks, ; 

Mr. Harpy. Then it would be a safe assumption that prior to the 
last 10 days or 2 weeks, you did not operate under it ? 

Mr. Woopsine. We have operated from the beginning, Mr. Chair- 
man, on the basis of regulations and criteria prepared back in October 
and November of 1950 by the staff of the National Security Resources 
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Board in collaboration with representatives of the agencies that were 
subsequently appointed as delegate agencies for the administration 
of the loan program. 

Those criteria and those regulations have been in effect throughout 
this operation, have been followed throughout this operation; and, 
as I said a moment ago, I know of no major particular in which they 
conflict. 

Mr. Harpy. If you have not studied them very carefully, you prob- 
ably did not know whether they did or did not. 

Mr. Woonsine. I told you that I had a good look at that. I have not 
had a chance to study it. 

Mr. Harpy. I just happened to notice—and you heard Mr. Howse’s 
statement this morning, and the statement reads: 

On February 14, 1951, the Office of Defense Mobilization established certain 
policies at the Defense Mobilization Board meeting and asked the Defense Pro- 
duction Administration to develop policies and procedures to insure that— 
and he enumerates his 11 points. 

That was on February 14. Have the loans which have been made 
under sections 302 and 303 been made subsequent to February 14, or 
were they all made prior to February 14? 

Mr. Woopsipr. There have been a number of loans made since Feb- 
ruary 14. I cannot tell you just what number. Tcould give it to you. 
I do not have it at my fingertips. 

Mr. Harpy. Maybe this is beside the point, but there seems to be no 
clear understanding as to the policies that had been set up by the 
Office of Defense Mobilization; and it may be that the operations of 
Defense Production Administration have been consistent with those 
policies. But there apparently is no definite knowledge as to whether 
that is the case or not. 

What I have been trying to do here this morning was to develop 
a relationship between Defense Mobilization and Defense Production 
to try to see if I could find out where one started and another one 
took over. If it is the responsibility of Defense Mobilization to 
promulgate the policies under which Defense Production would oper- 
ate, it would certainly seem that there ought to be a better understand- 
ing in Defense Production as to what the policies were that Defense 
Mobilization had prescribed. 

Would that not be correct? 

Mr. Woopsine. I have never received a copy of the policy declaration 
of the Office of Defense Mobilization. 

Mr. Casry. Mr. Woodside, are you in direct charge of both the 
granting of certificates and the granting of certificate loans? 

Mr. Woopstpe. Yes, sir. 

Mr. Cassy. Then this policy statement that was read to us today 
was to control in the main your operations in these two fields; was it 
not? 

Mr. Woopsine. I am sorry, you are asking me about a document that 
I have never had transmitted to me. 

Mr. Casey. Right now I am not asking you about the document. 
IT am asking you whether or not the policy statement that was read 
here today was not designed to control the operations in the two fields 
of which you are the operating head ? 

Mr. Woopsine. I presume it was. 
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Mr. Casey. And is it not true that the Defense Mobilization Author- 
ity froze the certificates as of the first time they started to look into 
them ? 

Mr. Woonsivr. I am completely unaware of this. 

Mr. Harpy. You did not know they had been frozen ? 

Mr. Woopsine. No, sir; it is news to me. 

Mr. Harpy. I am sorry General Harrison is not here. He might 
shed a little further light on it. I do not know whether he knew any- 
thing more about it or not. 

I think, Mr. Howse, you ought to come back up here and join in this 
little round-table discussion. Where is Mr. Howse? Let us sit down 
here and find out what this is all about. 


FURTHER STATEMENT OF ALFRED E. HOWSE, ASSISTANT TO THE 
DIRECTOR, OFFICE OF DEFENSE MOBILIZATION 


Mr. Harpy. Let me see if I understand here. Is it correct that the 
Office of Defense Mobilization is supposed to set up the policies under 
which Defense Production operates? 

Mr. Howser. Yes, sir; that is correct. That is our interpretation 
of it. 

Mr. Harpy. Do you know whether anybody in Defense Production 
was provided with copies of such policies as you outlined here to us 
this morning ? 

Mr. Howses. Mr. Chairman, I do not know of my personal knowl- 
edge, but I assume they were. The policies were enunciated at a 
Defense Mobilization Board meeting, which is an advisory board com- 
posed of the heads of all of the agencies that are involved in the 
defense mobilization effort. It was also enunciated at the defense 
mobilization executives’ meeting, and, after having been cleared 
through those two meetings, then became an established policy and 
was transmitted to the various agencies concerned. 

Mr. Harpy. Transmitted in written form or orally ¢ 

Mr. Howse. A copy of the regular board minutes. 

Mr. Harpy. Were these policies which you enumerated here this 
morning, these 11 points, presented to the agencies affected in sub- 
stantially the form that you gave them to this committee ? 

Mr. Howser. My statement this morning, Mr. Chairman, was simply 
a copy of that policy statement. 

Mr. Harpy. That is a copy of a policy statement, and here is a head 
of the unit in Defense Production, having the responsibility for the 
issuance of certificates of necessity and for the approval of loans under 
all three of these sections, and he tells this committee that he had 
not seen this thing at all until recently; he does not know whether 
they have been operating under it, and he did not even know that there 
had been any freeze 

How can you explain that to us? 

Mr. Howse. Mr. Hardy, I cannot explain it. 

Mr. Harpy. Do you suppose there is anybody down in any of the 
offices that can give us a solution to this thing and find out just what 
happened to these policies which were supposedly enunciated on 
February 14? 

Mr. Howsr. I should say that was an administrative matter within 
the provinee of DPA, and I assume that we certainly do not—once 
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we pass the policy on to the constituent agencies, we do not go down 
and police it to see if it is followed. 

Mr. Harpy. Mr. Woodside, let me ask you this: Did you ever see 
an enunciation of policies by Defense Mobilization set forth im essen- 
tially the order that Mr. Howde has given to us? 

Mr. Woopsipr. Mr. Chairman, I told you a little earlier that I had 
had a chance to look at that very quickly, but it has never been trans- 
mitted to me as a document to be followed by DPA in the adminis- 
tration of this loan program. In other words, as far as I know, the 
loan pregram has been administered right straight through on the 
basis of the criteria and the regulations adopted last November. 

Mr. Harpy. Can you tell us when and where you had this oppor- 
tunity to glance at this thing ? 

Mr. Woopsipe. I had a conversation with Mr. Howse some time in, 
I guess, the latter part of February. Is that not correct, Mr. Howse ? 

Mr. Howse. I do not remember when it was, Mr. Woodside, about 
the time this came up. 

Mr. Woopsinr. I was shown a copy of, as I understood it then, a 
proposed policy statement; and I had a chance to read it quickly. 

Mr. Harpy. So you saw it in Mr. Howse’s office / 

Mr. Woopsiwe. That is right. 

Mr. Harpy. And it has never come to your attention officially. Let 
us take another question on this freezing proposition. When did you 
tell this committee that these things were frozen, Mr. Howse? 

Mr. Howse. To the best of my recollection, Mr. Chairman, it was 
about the middle of January. 

Mr. Harpy. Have they ever been unfrozen / 

Mr. Howse. They were only frozen for about a week or 10 days. 

Mr. Harpy. Do you know whether there were actually any certifi- 
cates granted or any loans approved during that period ¢ 

Mr. Howse. Ido not know. I assume there were not. 

Mr. Harpy. Your assumption would have to be based on another 
assumption that the Defense Production Administration was aware 
of that freeze, would it not ? 

Mr. Howse. Yes, sir. 

Mr. Harpy. And now we are told by the head man in approving 
these things in Defense Production that he did not even know they 
had been frozen. 

Mr. Howse. Mr. Chairman, I do not want to carry the ball either for 
or against Mr. Woodside. 

Mr. Harpy. I do not want to get you all against each other, either. 
That is not the purpose of this thing. I just want to find out what is 
the matter. Obviously the thing is bogged down somewhere, and I 
want to find out where. 

Mr. Howser. I think in fairness to him it should be pointed out at 
that date, and until a recent date, Mr. Woodside and his office were 
attached to NSRB and were not formally made a part of DPA until 
after General Harrison was confirmed. 

Mr. Harpy. He was doing the same thing in NSRB, was he not ? 

Mr. Howse. It is possible the administrative procedures within 
DPA did not embrace him while he was still a part of NSRB 

Mr. Harpy. I think it might be pertinent to inquire, Mr. Howse, as 
to what procedure you have set up for assuring that the policies 
adopted by ODM get to the people that have got to carry them out. 
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Mr. Howser. We furnish them with a copy of the minutes of the 
Defense Mobilization Board meetings, at which meetings these par- 
ticular policies are enunciated by Mr. Wilson. 

Mr. Harpy. To whom do you send such copies of minutes / 

Mr. Howse. They are discussed by the members of the Mobilization 
Board. They are adopted by the Board, and the minutes of the meet- 
ings are sent to each member of the Board. 

Mr. Harpy. Sent toeach member of the Board / 

Mr. Howse. That is correct. The Board comprises the heads of the 
various agencies concerned with the defense effort. 

Mr. Harpy. That would include General Harrison. 

Mr. Howser. It would. 

Mr. Harpy. I think it would be a safe assumption, then, that Gen- 
eral Harrison had a copy of these and that he participated in a discus- 
sion of them. 

Mr. Howser. I am quite sure that is the case: yes, sir. 

Mr. Harpy. And you have no knowledge as to what might have 
happened in Defense Production? After General Harrison got a 
copy of these things, you do not know whether he sent them down to 
his subordinates or not ¢ 

Mr. Howser. That is correct. 

Mr. Harpy. Mr. Woodside, let me just make this inquiry: To whom 
do you look for day-to-day orders with respect to policy changes or 
instructions in connection with the work that you have to perform ? 

Mr. Woopsipr. May I answer that question beginning with the be- 
ginning? As of December 1, when we began to operate under this 
section of the statute—that is, 124 (a), title II of the Defense Produc- 
tion Act—the function of certifying and the function of approving, 
having the last word on these loans, was then Mr. Symington’s, Chair- 
man of the National Security Resources Board. 

Executive Order 10200, I think, was issued about the 3d of January 
and created the Defense Production Administration, and that order 
provided that upon the first Defense Production Administrator taking 
office, the functions theretofore residing in the Chairman of the Na- 
tional Resources Board with reference to section 124 (a), title IIT, 
would become the functions of the Defense Production Administrator. 

Mr. Harpy. While you were in NSRB, from whom did you get your 
orders ? 

Mr. Woopsipr. Mr. Symington, Chairman of the Board. 

Mr. Harpy. Now, then, it went into Defense Production Adminis- 
tration ¢ 

Mr. Woopsine. January 25. 

Mr. Harpy. And then from whom did you get your instructions? 

Mr. Woopsipr. Mr. Harrison was the Administrator; his deputy 
was Mr. Gibson, and Mr. Gibson was the man to whom I reported. 

Mr. Harpy. So that the chain through which information of this 
nature should have come would have been through General Harri- 
son to Mr. Gibson to you; is that correct ? 

Mr. Woopsipr. I would think so. 

_ Mr. Harpy. Now, then, since you had no knowledge 0° these policy 
instructions, and as of today have no intimate knowledge of them 
other than what you heard here, the extent to which they have been 
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complied with in the carrying on of your activities since they were 
promulgated is purely coincidental with the extent to which they agree 
with the regulations which you adopted last fall. Is that correct ¢ 

Mr. Woopsine. I think that is a fair statement. 

Mr. Harpy. So that if you have in fact complied with these policies, 
it is accidental rather than intentional, because you had no knowledge 
of them. That is about the only way you can put it. 

I want to inquire into another question of policy that I thought I 
should have gotten a better answer out of Mr. Howse this morning, 
but we did not get it. He passed the buck on to you, and that is a 
question of the policy on the certificates of necessity for plants that 
would have been built anyway. 

Mr. Howse, I believe, testified that a policy on that had been de- 
veloped in Defense Production. Is that correct? 

Mr. Woopstpr. I am sorry, sir, I cannot answer that. 

Mr. Harpy. Well, is there a policy with respect to the granting of 
certificates of necessity to plants which would have been constructed 
notwithstanding the provisions of the Defense Production Act and the 
Revenue Act of 1950? 

Mr. Woopsipe. Let me answer that in this way: There were certain 
plants that were under construction on January 1, 1950, as to which 
applications for necessity certificates were filed. It seems to me that 
a plant started in 1949 and completed in 1950, we assume, was one that 
was going to be built anyway; and we have issued certificates of neces- 
sity for plants under those circumstances to the extent that costs 
attributable to construction after January 1, 1950, were reflected in 
the application. 

Mr. Harpy. Notwithstanding the fact that the applicant had al- 
ready made all of his plans to build a plant and oe have built it 
regardless of its need for national defense purposes ? 

Mr. Woopsinr. Whether or not he would have proceeded or whether 
he would have proceeded as quickly is something I cannot answer. 
But on a question of fact of whether or not we have issued certificates 
of necessity in cases where plants were begun before January 1 and 
completed afterward, the answer is “Yes.” 

Mr. Harpy. Of course, we have gotten a little bit off the track. The 
thing that I wanted to inquire about was a question of policy. Mr. 
Howse has testified that he was familiar with the development of such 
a policy—at least that is the way I understood it—by Defense Pro- 
duction. The development of a policy with respect to the handling 
of certificates of necessity on plants which would have been built 
anyway, I think is the way the question was put; and I understood 
him to testify that he was aware that such a policy had been devel- 
oped in Defense Production and that it was consistent with the ideas 
of the Office of Defense Mobilization, and so they were satisfied with 
it. 

Now you tell us that you have approved applications for certificates 
of necessity on such plants, but you do not tell us whether you have 
a definite policy with respect to it and whether you will approve cer- 
tificates of necessity for all plants falling in that category if they hap- 
pen to be consistent with a program on which you are approving cer- 
tificates. 

Mr. Woopsipe. On plants which are the subject of applications, in 
areas where you are desirous of increasing capacity over and above 
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what you had in the interest of furthering the defense effort, the fact 
that that plant may have been in the minds of the owners of that 
business for some time has not been a fact which we have considered 
should militate against the issuance of a certificate if the plant is other- 
wise needed. ; 

Mr. Harpy. Even though financing has been arranged and the 
building might have been started ? 

Mr. Woopsine. Construction was begun on some of these plants in 
1950, for example, and the application was filed subsequent thereto. 
The fact that a company had started production in an area where 
the additional capacity was needed was not considered a basis for 
denial. In fact, we did not think we ought to penalize a man who 
went ahead with something that it was felt was necessary. 

I might add that this matter of determining whether a plant would 
have been built anyway at a particular time is a pretty difficult thing 
to ascertain. 

Mr. Harpy. Of course that is pretty difficult, but it is right good 
evidence that a plant would be built anyway if it is already well under 


construction ; is it not? 


Mr. Woopsipe. Not necessarily, sir; because there are many cases 
that have come to our attention where the man has proceeded at the 
request of the services or at the request of somebody else in reliance 
upon the fact that he could hope and expect to get assistance under 
124 (a). 

Mr. Harpy. With respect to the question which I originally raised 
-about there being a policy, do I understand from your answers that 
actually there is no policy in existence and that each case is handled 
individually ? 

Mr. Woopsine. It is difficult to answer your questions categorically. 
There is no policy that I know of which would prescribe that tax 
amortization oe denied because there was evidence that the plant had 
been started before the application was filed oi had been started in 
anticipation or had been started in pursuance of a program begun 
earlier. 

Mr. Harpy. Let us take another tack. Mr. Howse, you testified— 
at least I understood you to testify—that you were aware that a policy 
had been developed in Defense Production on this particular subject. 
Would you be good enough to give the committee your understanding 
of what that policy consisted of ? 

Mr. Howse. Mr. Chairman, [ do not recall my exact reply this morn- 
ing, but I believe it may have been to the effect that I was not aware 
of the particular policy, but that I understood DPA had developed 
a policy in that respect. 

We have not developed a policy in the ODM covering that particular 
point. 

Mr. Harpy. You have not developed a policy. I understood you 
to testify to that earlier. But I believe you also indicated that you 
were aware that a policy had been developed in Defense Production, 
and I think you indicated that that policy was consistent with the 
thinking of ODM, so ODM did not do anything about it. Is that not 
substantially what you testified to this morning ? 

Mr. Howse. Again, Mr. Chairman, I do not recall what I said this 
morning specifically, but if I were to answer that question now for 
the first time, I would say to you that we understand 
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Mr. Harpy. After having had the benefit of Mr. Woodside’s tesi- 
mony ¢ 

Mr. Howse. After having had the benefit of Mr. Woodside’s testi- 
mony, I would have to say to you we understand generally in ODM 
that a policy is established within DPA. 

Mr. Harpy. Do you understand that after hearing his testimony ? 

Mr. Howser. Specifically to the effect that starts will not be penal- 
ized; the merits of each case will be considered on its own. 

Mr. Harpy. It was much easier to go ahead after having heard what 
the other fellow had to say ¢ 

Mr. Howse. Yes; but we have developed no particular policy in 
ODM on this particular point. 

Mr. Harpy. Let me ask you this: Were you aware of this type of 
policy in DPA when you testified here this morning? You certainly 
did not lead me to believe that you thought that that was all the policy 
they had. 

Mr. Howse. I believe what I tried to convey to you this morning, 
Mr. Chairman, was that the operating functions are in DPA, and we 
have not ever gotten down into their actual operations to see specifi- 

cally what they are doing and what they are not doing. 

Mr. Harpy. You call that an operating function ¢ 

Mr. Howse. Ostensibly; yes, sir. 

Mr. Harpy. And you do not consider it as any real deep-rooted 
policy involved ¢ 

Mr. Howse. No; I cannot say that either, in all honesty. 

Mr. Harpy. I do not think you could, either. 

Mr. Howser. I think their operations internally have to reflect some 
sort of a policy. 

Mr. Harpy. This is just other evidence. We have struck on two 
or three here today where there seems to be awfully poor liaison 
and internal collaboration between your two outfits; and if that 
kind of a situation exists, it is no wonder to me that we up here in 
the Congress cannot find out whose responsibility it is to do what 
and no wonder that the people out in the country are confused, be- 
cause you do not even know yourselves. It is a pathetic situation. 

Mr. Woodside, you wanted to comment 4 

Mr. Woopsipe. There are two points I would like to make, if you 
please, sir. This whole operation began on the 1st of December; that 
is, 3 months ago. In the time that has elapsed since then, the organ- 
ization that was then handling it just completely collapsed, if I may 
say so. ODM came into the picture; DPA came into the picture ; 
and the whole operation has been suffering with growing pains. 

So while it may appear to you that there was some lack of cohesion 
or continuity or some crossed wires somewhere, so far as I know the 
loan program and the tax amortization program have been in one 
piece from the beginning; and I do not believe it is quite the cause 
for concern that perhaps the testimony here indicates. 

Mr. Harpy. I hardly see, Mr. Woodside, how you could operate 
under the policies promulgated by your policy-making board if you do 
not know what those policies are. 

Mr. Woopstne. That is correct. I am perfectly willing to explain 
the policies that have been followed, and if they are in conflict in 
any way with the testimony of Mr. Howse this morning, we can see 
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if we cannot bring them together. I could not hear all the testimony 
this morning. I am not sure just what it is. 

Another thing I would like to say, if I may, sir. I would not like 
the record on this question of yours to stand quite at the point at which 
it stopped. There is another type of case which I think should be 
mentioned and it bears directly on your question. 

The regulations have provided from the beginning that if a tax- 
payer is going to replace a facility, he is not ent itled to the same treat- 
ment on that “replacement that his neighbor might be who was about 
to build some capacity over and above ‘what he had before, and which 
will make a contribution to the defense effort. The replacement is 
merely putting back into production that which is about to terminate 
or has terminated. 

We do not treat that sort of thing in the same way in which we treat 
new capacity. Soto that extent, where you are t talking about that kind 
of a case, where a man would have proceeded anyway to put in a new 
mill where he had an old worn-out one, the policy has always been 
that that is treated separately and apart from your new capacity where 
you are adding something to what you had before. 

Mr. Harpy. I would hope so. But notwithstanding the fact that, in 
the normal pursuit of normal business, his company was going ahead 
with this expansion program. It is a very interesting situation. I 
presume that under the liberal interpretation which is being employed 
here, you might find complete justification for granting certificates of 
necessity on plants that have been in operation for generations because 
of the fact that they are going to be adversely affected at the end 
of the emergency by the existence of these new plants on which you 
have issued certificates. 

I think you can readily understand that the plants that are in opera- 
tion right today are going to have the same effect on them after this 
emergency is over as those on which you are granting certificates. 

Mr. Woopsine. That is right. 

Mr. Harpy. Let me raise a question about the order in which cer- 
tificates and also loans are approved. If you approve a loan, it is done 
only on the basis of an application. Or if you approve a certificate 
of necessity, that is only on the basis of an application. 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. Then you have to assume that nobody else is interested 
or qualified to build a plant or construct a facility which might be 
needed. 

Mr. Woopsipe: Are you talking about tax now ¢ 

Mr. Harpy. I am talking both about the certificate of necessity for 
tax amortization and also about loans. Or is there a difference between 
the way you handle the two? 

Mr. Woopsipr. There is a difference, and I think the distinction 
ought to be clearly drawn. A company applying for a necessity certi- 

cate under section 124 (a) is in substance proposing to procee “d with 
the expansion of a plant or with the construction of a plant on his 
own responsibility and employ his own funds in the sense that he is 
taking the financial risk. 

The application for a necessity certificate is an application for 
permission to take for tax-deductions purposes over and above the 
normal depreciation for the 6-month period; and that privilege or 
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right, if you please, is subject to his control. He does not have to take 
it. 

Mr. Harpy. Subject to his control if he puts up the money. 

Mr. Woopsine. First he has got to build the facility. 

Mr. Harpy. He has got to have the money to build the facility with. 

Mr. Woopstnr. Secondly, he has got to elect to use the certificate. 
Third, he has got to make some money or the certificate is not going 
to do him much good. So you have got a different problem on a tax 
application than you have on a loan. 

Mr. Harpy. But sometimes you get them tied together. 

Mr. Woopsipr. Sometimes they are tied together in the sense the ap- 
plication is applying for both. On the loan application the man ap- 
plies for a loan under 302, a direct loan, just as he would apply to his: 
local bank or to the RFC. And the statute provides that funds may 
be made available for direct loans for certain purposes only,.to the 
extent that funds are not otherwise available on reasonable terms, 
which means that the persons who are eligible for loans under 302 are 
those who are doing something which is needed in the defense effort, 
and they cannot get financed by any other means. 

Mr. Harpy. Do you make a determination that they are the most 
logical ones to do that? Or do you base it purely on the applications 
before you? 

Mr. Woopstne. It is based on the applications before you. As Gen- 
eral Harrison said this morning, we cannot exhaust the possibility that: 
there would not be someone else in the country who could do this thing. 

Mr. Harpy. It is then on the basis of first come, first served. Who- 
ever gets to the trough with his application first is the fellow that gets. 
the consideration. Is that right? 

Mr. Woopstpr. I cannot tell you at the moment just how these ap- 
plications have come up to us in point of order of filing. The bulk 
of them that we have approved are those in many cases in which the 
military had a direct interest and where the contractor was not able to 
get financial assistance. 

Mr. Harpy. Are you talking about a direct interest in a contractor or 
in the product the product the contractor was to make? 

Mr. Woopsipe. In the product. 

Mr. Harpy. You know, I think in the experience of all of us we 
have encountered people known as promoters, and frequently that is 
the type of individual that is first to take advantage of every new 
fangled governmental idea to make a killing in short order. 

I presume that you may have encountered some applications for 
certificates of necessity and also for loans frem such people. 

Mr. Woopstpr. I think it would be safe to characterize some of them 
as that. 

Mr. Harpy. Now then, if a promoter, because that is his business, 
gets in first with an application and some fellow who has had a 
wealth of experience and has a lot of ability is a little slower and does 
not get his application in when you decide all of a sudden that you are 
going to increase this particular type of facility, then it is the pro- 
moter that gets the business and gets the job and the certificate and the 
money, irrespective of the question as to whether he might be the best 
qualified to do it. Is that right? 

General, if you want to get into this at any time, just come right 
ahead. 
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Mr. Farreww. No, sir; I am just getting an education. 

Mr. Woopsiwe. I only speak from experience to date. Most of these 
-ases have been cases where the company had a contract for a much- 
needed item to meet some military requirement. 

Mr. Harpy. Had a contract even though he might not have an 
organization / ; 

Mr. Woopsipe. No. These are, most of them, little business outfits 
that have taken on a contract. 

Mr. Harpy. Go ahead and let us have a hypothetical case and we 
will bring out an actual one later. 

Mr. Lanvarr. Let us assume that the X company, a small plant 
in Dayton, Ohio, has been fabricating aluminum parts for the Air 
Matériel Command at Wright Field and they learn of the Air Force’s 
desire to double their production on these aluminum fabricated parts. 

So they bid on the contract and get the contract and then they come 
to you and want to expand their plant so as to produce under this 
contract in the quantities desired by the Air Force. ‘They also want 
to get a loan and a certifficate. 

In considering that case, do I understand you consider that merely 
on the basis of the situation there at Wright Field and the situation 
of this plant and the fact it has the contract ? 

Mr. Woopnsine. First, let me say I do not like to discuss a hypotheti- 
‘al loan under any conditions. 

Mr. Harpy. Half of what we do is hypothetitical, so do not let that 
bother you. 

Mr. Woopsipg. Secondly, we would not approve a loan to a contrac- 
tor under those circumstances without having first cleared it with the 
Munitions Board or the services. 

Mr. Lanvarr. Wright Field, the Matériel Command, has let the 
contract to thiscompany. It has been producing in the past and wants 
to expand. The Air Force is anxious to get these parts. So they say, 
“Sure, we want him to produce under this contract.” 

Is that the extent of your checking in that type of case? In other 
words, what I am getting at, do you go down to St. Louis or do you 
go to Richmond, Va.? Do you determine that, for example, in 
California there are 50 aluminum prefabricating plants fully capable 
of subcontracting under that contract ? 

Mr. Woopsipr. No; we are not equipped to do that. We rely upon 
the delegate agency, Commerce in this case, to have investigated the 
thing and to have satisfied themselves that this is a case which properly 
comes within the standards of the statute. 

Mr. Lantarr. Well, if we are concerned with aiding small busi- 
nesses, as you mentioned before, are we not in effect aiding a small 
business in one section at the expense of a great number of small 
businesses in other areas? 

Mr. Woopsipr. Are you not assuming that this is a product which 
could be made by anybody anywhere? And most of the time that is 
not the situation. 

Mr, Lantarr. I disagree with you. I think that a lot of these things 
‘an be made by anyone, but, notwithstanding that fact, I know that 
there has been a lot of these type contracts let. Now, whether there 
have been any specific applications for loans under this type of pro- 
gram—— 
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Mr. Woopsipe. Really, I think it is this matter of whether or not con- 
tracts are let with the right people is what you are concerned with. 

Mr. Lantarr. No; not at all. 

Mr. Harpy. That would be very appropriate to get into a discussion 
on, but not here. 

Mr. Woopsine. I am not in position to discuss that. 

Mr. Lanvarr. I am assuming that this firm in Dayton, Ohio, is a 
very reputable firm and very -apable of doing the job. But the point 
that I am trying to make is that the intent of Congress, as I see it, as 
General Harrison mentioned this morning, is to encourage the develop- 
ment of certain of our resources; and I am trying to tie down this 
policy that you have, of just making a determination on a small area 
basis, one-contract basis or one-application basis. Are you actually 

“arrying out the intent of Congress to develop our resources on an 
over-all basis. 

Mr. Woopsipr. I think that is a broader problem than really is in- 
volved in most of these cases under 302. Your 302 cases are those 
where they just cannot get help anywhere else, and if they are doing 
something that is necessary and essential in national defense and can- 
not finance themselves any other way, this means is available if they 
want to use it. 

Mr. Harpy. Now let us express that another way. If they propose 
to do something in the interest of national defense that you do not 
know whether it can be done somewhere else, it would be subject to 
approval. Is that not right ? 

Mr. Woopsipr. We make every effort to find out that the services, 
when they recommend a loan, are recommending it because they want 
that particular fellow to do the job. 

Mr. Lanrarr. Do you always in any event ask the services, the Muni- 
tions Board, for their recommendation on every contract for the pro- 
duction of defense material before you approve the certificate or 
approve a loan 4 

Mr. Woopsipe. Both on tax and on loans we seek an expression of 
the military’s interest in the case, if it is one where they appear to 
have a direct interest. ; 

Mr. Harpy. Then if they should happen to have made a bad selection 
of a contractor, that just gets it off your neck anyway. That is their 
failure and not yours. 

Mr. Woopsinr. It does not get it off our necks if they are after a 
loan and we are faced with a decision whether or not to make one. 

Mr. Harpy. But you do not have any independent knowledge of the 
feasibility of the selection of that individual ? 

Mr. Woopsine. No. 

Mr. Lantarr. If the Munitions Board says, “Yes, we have to pro- 
duce this article and the contract has been let by the Air Force to this 
man and we would like to see this article produced,” that in effect is 
a concurrence from the Munitions Board. Is that corect ? 

Mr. Woopstpe. Yes. 

Mr. Lantrarr. And you do not go beyond that? 

Mr. Woopsinr. No. 

Mr. Lanrarr. You accept, then, that there is a shortage of that end 
product in the country and that the production of that particular 
item through granting a certificate and making a loan is necessary for 
the defense effort ? 
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M~. Woonpsipr. Yes, sir. 

Mr. Lantarr. Is it always the Munitions Board that you contact ? 

Mr. Woopsipe. No. That determination of necessity 1s made both 
by the delegate agency and the military, and the delegate agency has 
the primary responsibility in the way it works. They check with the 
military to make sure that the situation is as they believe it; it is 
short; they need the facility; they need the end product. 

We have said Munitions Board several times. We check with the 
finance officers of the services. 

Mr. Lanrarr. With the finance officers ? 

Mr. Woopsipr. Yes. 

Mr. Lantarr. What does the finance officer know about that ? 

Mr. Woopsine. The finance officers are supposed to work very closely 
on this. 

Mr. Lantarr. What is the nature of the question you would ask the 
finance officer of the Air Force in a case of this kind that we are con- 
sidering, this hypothetical case? 

Mr. Woopsipe. If there is any question at all as to whether or not 
the service financing that loan needs the product, we would exhaust 
that possibility before we would make a loan under 302. On the 
procurement side we would try to make as sure as we could that the 
product, as I said, was one which was needed by the services and had 
to be produced. 

Mr. Harpy. You do not concern yourself with the question as to 
whether this particular plant is essential in the interest of national 
defense? You rely on the agency that has made the contract for that 
exclusively, and if that agency has made that decision, then so far 
as you are concerned it stands and you do not go beyond it at all? 

Insofar as there is any personal knowledge on the part of the Defense 
Production Administration as to the necessity for any of these plants 
that have been approved by the delegate agencies, then you do not 
know whether there is any of them needed or not. Is that right? 

Mr. Woopsipe. We are not in a position to make our own investiga- 
tion. We rely on the recommendations of the delegate agencies, and 
whatever the services have to say about it. 

Mr. Harpy. Anything further by any members of the committee ? 

Mr. Lanrarr. I would like to know what specific questions are 
asked. 

Mr. Harpy. Can you tell Mr. Lantaff just what specific questions you 
‘aise with the military ? 

Mr. Lantarr. Take this aluminum fabrication case now. When it 
hits your desk you do not see any concurrence on it from anybody. 
This is an application by a man from a company that has already 
gotten a contract. That is all you see on that application. He has 
gotten a contract to produce so many thousand aluminum parts for 
the Air Matériel Command at Wright Field. 

What questions do you ask and who do you contact before you ap- 
prove a certificate or approve the loan he is asking for? 

Mr. Woopsinz. The application is filed with one of the agencies. 

Mr. Lanrarr. Filed with the Air Matériel Command ? 

Mr. Woopsiwr. In this case it would be NPA, and NPA makes its 
investigation and analysis of that loan application in the light of its 
background and the requirements of the industry, consults with the 
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services to check references to the fact that it has contracts, for 
example, or is‘about to get contracts. 

Mr. Lanrarr. When you see that NPA has gone into whether or not 
the agency has a contract or is about to get a contract 

Mr. Woopsipr. NPA reviews the application, makes a report to 
DPA, a recommendation, and writes out the form of certificate which 
would be signed by DPA and issued. 

Mr. Lanrarr. Now, NPA has already gone in and determined that 
this company has a contract or is about to get a contract. You note 
that when that application comes across your desk, would you not? 

Mr. Woopstpe. Yes. 

Mr. Lantarr. What other things would you look for to see if NPA 
had checked before you approved that certificate or signed it, or 
approved a loan? 

Mr. Woopsipe. There are criteria which have been issued, outstand- 
ing since November; and the delegate agency is supposed to check 

Mr. Lantarr. I think that is what we have been trying to get at all 
morning, is it not, Mr. Chairman? What are those? I am asking 
in one, two, three order. I am coming in to take your job and you are 
telling me what to look for. What do I look for ? 

Mr. Woopsipe. I gave you a bale of them here this morning. Do 
you still have them? 

Mr. Harpy. We would have a hard time getting one, two, three 
order from that bale. 

Mr. Woopsipr. I will read them off for you. “Criteria for processing 
loan applications under title III of the Defense Production Act” is ¢ 
mimeographed page, single-spaced, which runs one and three-quarter 
pages; and there are about 16 different items on it. 

Mr. LanrarFr. Is that a part of the record ? 

Mr. Harpy. We will make it a part of the record at this point. We 
have got a flock of them here. We will have a copy for you. 

(The material referred to follows :) 








CRITERIA FOR PROCESSING APPLICATIONS FOR LOANS UNDER T1TLE III (Sec. 302), 
OF THE DEFENSE Propuction Act oF 1950 


I. Before an application for a loan (title III, sec. 302) will be approved, all the 
following criteria must be met: 

1. That the funds will be used for: 

(a) Expansion of capacity, or 

(b) Development of technological processes, or 

(c) Production of essential materials (including the exploration, de- 
velopment, and mining of strategic and critical materials and minerals. 

2. That such funds will be used: 

(a) To expedite production and deliveries or services to aid in carrying 
out Government contracts for the procurement of materials or the perform- 
ance of services for the national defense. 

3. That funds for the purposes for which application is made are not other- 
wise available on reasonable terms. 

4. That the expansion of facilities or the development of technological process 
or the production of essential materials, as intended by the use of such funds, 
cannot be accomplished in another manner which will place less strain on such 
strategic factors as manpower, materials, transportation facilities, defense 
security, ete. 

5. That the factors of production needed in order to make effective use of 
funds for which application is made are available and that the proposed project 
is feasible. 

6. That multilabor shifts, idle facilities, existing unused capacity, or readily 
convertible facilities are not available and suitable for accomplishing the pur- 
pose for which the funds are intended. 
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7, That the management which will direct and control the use of such funds 
is competent of doing so in an efficient and responsible manner. 

8. That the funds will be used in such manner as to relieve, at least in part, 
current or prospective shortages of materials or services essential for defense. 

9. That the applicant must be a private business enterprise (including research 
corporations not organized for profit.) 

Il.-The following principles or guides must be employed to the maximum 
extent in arriving at a final determinatione upon a loan application (title III, 
sec. 302): 

1. That the funds will be used in such manner as to promote competitive 
enterprise and to assist in the development and expansion of small business. 

2. That the funds will not be used, directly or indirectly, to create or strengthen 
monopolies, injure small business, or otherwise promote undue concentration of 
economic power. 

3. That the materials or services to be produced, or the facilities which are 
to be expanded will be or will produce materials which are or are likely to 
become in critical supply as evidenced by the imposition of inventory controls, 
allocations, or priority controls. 

4. That the use of such funds will not require diversion of materials and/or 
facilities fron more important or equally important civilian or military use. 

5. That the materials or services or facilities for which such funds are in- 
tended, will relieve existing or currently threatening bottlenecks in the produc- 
tion or distribution of materials or services needed for defense. 

6. That the applicant is in fact performing under a defense contract or is 
negotiating for a defense contract, for which the funds will be used to permit 
completion or initiation of performance under such contract. 

7. That the project for which such funds are intended is one which fits 
appropriately into essential programs for national defense. 

Mr. Lanrarr. So those are the criteria you would check against 
this particular hypothetical application ¢ 

Mr. Woopsipe. The loan regulations, the criteria, the procedure, 
the report form, are all here, and can be put into the record at this 
point. If you would like them and you do not have the application 
forms, I will be glad to submit copies of those. I thought Mr. Casey 
probably had them. 

Mr. Casry. Yes; I have copies of the application. 

Mr. Woopsinr. The recommendations of the delegate agencies dis- 
cuss the necessity for the product, the facility, the ‘loan, and discuss 
the inability of the applicant to secure financial assistance elsewhere ; 
and are supposed to establish the eligibility of the loan under 302 of 
the statute. 

These criteria are used for the guidance of all the delegate agencies, 
so there should be a uniform procedure. 

Mr. Casry. Mr. Woodside, one preliminary question here before 
we get into some further details on these loans. I believe you stated 
that so far as you are aware, the policies and procedures that you 
have been following in the issuance of these certificates are consistent 
with this statement of policy that the Office of Defense Mobilization 
de in the record this morning. 

I direct your attention particularly to this one here, which I will 
read : 

Facilities expansion may not be approved on an indiscriminatory first-come, 
first-served basis, and especially if existing capacity is available elsewhere. 

Do you feel that the procedures and policies which you have been 
following since November are consistent with that statement of policy 
here ? 

Mr. Woopsing. Yes, sir. 

Mr. Harpy. If existing capacity is available elsewhere? You have 
testified that you do not know whether it is or is not. 

Mr. Woonsir. No. 
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Mr. Casey. How about issuing on a first-come, first-served basis? 
Is that not the policy of your office ¢ 

Mr. Woopsipr. All certificates have been issued on the basis of an 
established shortage of facilities for manufacturing that product. 

Mr. Casey. But they are issued on a first-come, first-served basis 
because you only consider individual applications. 

Mr. Woopsipr. Excuse me, I am sorry. Are you talking about tax 
certificates or loans? 

Mr. Casey. Certificates of necessity. 

Mr.Woopsipe. Certificates of necessity have not been approved on a 
first-come, first-served basis. They have been dealt with on an in- 
dustry-wide basis, as I think has been said several times, and is 
recited in that memorandum that you have. I know of no case in 
which any certificate of necessity has been issued where there was not 
a shortage, there was not a necessity for additional capacity. 

Mr. Harpy. Let us just take a look, then. You have said that you 
have approved a good many certificates of necessity in the steel 
industry. 

Mr. Woopsipe. Yes. 

Mr. Harpy. You say they are not on a first-come, first-served basis. 
I take it to mean, then, that you would approve an unlimited number 
of facilities for unlimited plant expansion for anybody that ‘come 
in and showed that he could finance the construction of additional 
facilities. 

Mr. Woopsine. No. 

Mr. Harpy. Then how can you say it is not on a first-come, first- 
served basis? Of course you have to consider the applications that 
are before you. But how do you know that they are the people that 
are best qualified to do this particular job and they are the people that 
should be given a certificate rather than a fellow who has not yet 
filed a certificate? 

Mr. Woopsipre. I will try to answer that this way. The certificates 
that have been issued so far in the steel industry have been issued at a 
time when we had before us a smaller number of applications for steel 
than we have now, so that to that extent you might say that since we 
were dealing with cases filed in November and December, you are 
dealing on a first-come, first-served basis. 

But the policy has not been to have indiscriminate issuance of cer- 
tificates merely because somebody might file an application. As a 
matter of fact, right now the whole question of certification of steel 
companies is being scrutinized from the point of view of balance 
within the industry, and somewhere along the line there will be a de- 
cision made as to what should next be done with expansion of the steel 
industry. 

Mr. Harpy. You are doing that now after you have issued certifi- 
cates of necessity involving how much money to the steel industry ? 

Mr. Woopsipr. I think that the figure runs somewhere around a 
billion and a half dollars, perhaps a little under that. 

Mr. Harpy. All right; you have already issued a billion and a half 
dollars in certificates to the steel industry and now you are making 
a scrutiny to see what you are going to do in the future ? 

Mr. Woopsine. We are trying to examine it from the point of view 
of whether the thing is in balance, whether it should go forward by 
so much. . 
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Mr. Harpy. Do you know how much plant expansion there was in 
the steel industry during the war either by Defense Plants Corpora- 
tion or by certificates of necessity ? 

Mr. Woopsive. I cannot tell you what was done under the Defense 
Plants Corporation. 

Mr. Harpy. You need not look it up. At least yeu did not take that 
into consideration when you were approving these certificates of 
necessity. That is the point I was trying to make. 

Mr. Woopstpr. What was issued during the last war? 

Mr. Harpy. Yes. 

Mr. Woopsing. Yes, sir. 

Mr. Harpy. You did not take into consideration the plant facilities 
that were constructed during the last war and since. That was the 
point I was trying to bring out. 

Mr. Woopsipe. Please, sir, it is a fundamental part of this whole 
program that you give consideration to the capacity that you have as 
against your estimated requirement and your calculations as to what 
additional capacity is needed. 

It is not fair to say that no consideration was given to what has 
happened before, because you have to start somewhere and you start 
with the capacity that the country has at the moment. 

Mr. Harpy. I think perhaps no good purpose is to be served by 
pursuing that further, but I think there are a lot of questions I could 
raise about it. 

Mr. Casry. Are you familiar with the report of the Attorney Gen- 
eral to the President, Mr. Woodside, under date of December 7, 1950, 
on the Defense Production Act ? 

Mr. Woopsipe. Is that the one that related to small business ? 

Mr. Casey. I want to ask in particular whether you are familiar 
with the part of it that relates to tax amortization. 

Mr. Woopstpe. I am sure I have read it. I do not remember it by 
the number. 

Mr. Casry. Suppose I read into the record this particular para- 
graph: 

A serious problem in connection with the tax amortization program is that 
it is administered on a first-come, first-served basis. If the dominant company 
in an industry files an application for a certificate, the expansion involved may 
be sufficient to satisfy the requirements of military necessity. 

In such a situation, a-smaller producer who thereafter files an application 
might be turned down because the military requirements were being met through 
the increased capacity of the dominant producer. A corollary to this is that the 
increased capacity of the dominant producer would probably give him additional 
military orders. 

To meet this problem it may be necessary in certain situations for the certify- 
ing agency to determine on an over-all basis the expansion plans of an entire 
industry before permitting the dominant producer, especially one who is an 
adjudged monopolist, to expand. 

Mr. Woopsipr. I am familiar with that. 

Mr. Harpy. Have you been governed by it in any respect ? 

Mr. Woopsine. I would say so, yes, sir. TI can illustrate that with 
a class of cases that has just been certified. There have been I do 
not know how many applications filed for expansion of capacity in 
certain chemical lines. The first certifications in those chemical lines 
occurred the other day after we had had an opportunity to take an 
over-all look at all of the applications before us, so that we could 
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judge the amount of the increase in capacity represented by those 
applications against what we were starting with and what we ex- 
pected would be required. 

Now, it is true that that decision was made in the middle of March, 
and you may get some more applications by April or May or June, 
which, had you had them before you now, would have affected your 
judgment. 

The only alternative to proceeding now on the basis of what you 
have done, and doing as best you can, is to wait until June and do 
nothing until then; and in the meantime the expansion which you 
would like to get started just does not happen. 

So I do not think that is a fair statement and I do not think it is 
fair to say that we are proceeding indiscriminately on a first-come, 
first-served basis. At some point of time you have got to make a deci- 
sion. Obviously that decision is made in advance of what might come 
in later. 

But we do not start on Monday and take Monday’s applications, and 
then on Tuesday and take Tuesday’s applications. We try to take 
these things on an industry basis, and deal with it on an industry basis. 

In every case I know of and-every industry I know of, the little 
fellows have been in there along with the big ones. 

Mr. Casey. Is this procedure in the chemical industry a new de- 
parture from the policy followed ? 

Mr. Woopsipe. No, sir; I tried to say several times that has been 
the policy from the beginning. 

Mr. Casey. Did you not receive your first applications from the 
chemical industry some months ago? 

Mr. Woopsipr. I think there probably were some applications in 
the chemical industry filed in November. I am not sure of that. 
The point is, this thing proceeds on a program basis. We do not 
attempt to go case by case into it. In my judgment that would not 
be an appropriate way to proceed. 

Mr. Harpy. Here is one I had not meant to bring up, but as long 
as we have gotten into this phase of the thing, I will. 

The big possibility of promoting big companies into bigger ones 
and little ones into smaller ones until they are nonexistent ties in 
a little bit with the question that was raised a little earlier on a mat- 
ter of policy with respect to plants that were already in the: process 
of construction, and I think such a plant was Jones & Laughlin Steel 
Co., on which you issued a certificate of necessity. How much was 
there involved in that certificate ? 

Mr. Woopstpr. I cannot give you the details on the Jones & Laugh- 
lin case. There were eight separate applications. Some of those 
applications related to entirely new facilities. Some of them related 
to facilities that had been started in 1949, and some of them related’ 
to modifications of programs that were started in 1949. 

So Jones & Laughlin was one of those cases that was caught by 
the borderline of the statute. Some of it was ineligible because it was 
before January 1, 1950; and some of it was by the terms of the statute 
eligible because it was after that. In fact, the Jones & Laughlin 
case was the first case certified under 124 (a). 

Mr. Harpy. Here was a plant that was already in the process of 
being built, was it not ? 

Mr. Woonsine. Sure. 
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Mr. Harpy. And you granted a certificate of necessity on the en- 
tire plant, did you not? 

Mr. Woopswwr. Only on that portion of the cost attributable to 
construction after January 1, 1950. 

Mr. Harpy. Only on that portion of the cost of construction after 
January 1, 1950? 

Mr. Woon: Yes, sir. 

Mr. Harpy. Notwithstanding the fact that that had to be carried 
out in order to complete that part which had been started in 1949 ¢ 

Mr. Woopsine. a4 sir. 

Mr. Harpy. What was the approximate total amount involved ? 

Mr. Woopsine. I am sorry, sir; I will have to get that for you. 

Mr. Harpy. Is it a couple of hundred million dollars or more? 

Mr. Woopstpr. No. I have a list here of all certificates issued so 
far. There was a Jones & Laughlin case for iron ore, $2,800,000. 
Another Jones & Laughlin case for iron ore, $8,000,000. Jones & 
Laughlin for center ore, $3,000,000. Jones & Laughlin for iron ore 
concentrates, $3,800,000. 

Then there was a certificate for modifications. There was a coke 
plant in Pennsylvania, $7,000,000. There were modifications of their 
Cleveland plant. Pig iron, Cleveland, $9,000,000. Steel ingots, Pitts- 
burgh, $54,000,000. 

I might say, sir, that Jones & Laughlin happen to be one of those 
companies that had embarked on an expansion program back in 1946 
and was pretty well through it, and then piled more expansion on top 
of that. 

Mr. Harpy. This committee is not going to attempt to pass on the 
judgment of granting the certificate of necessity to Jones & Laughlin. 
It may be that they did go into some additional expansion because of 
the defense effort, and to that extent there may have been justification 
for the granting of a certificate of necessity. 

But to grant a certificate of necessity in order to quickly amortize 
a normal plant expansion which was already under way for anybody, 
it seems to me is a subject of considerable care and scrutiny. There is 
not any more justification in my mind for the granting of a certificate 
of necessity in order that some company may proceed with a normal 
expansion program than there is to go out here and grant a certificate 
of necessity on a plant that has been built for years. I cannot see the 
distinction. 

Are there any questions from members of the committee? Do you 
have any break-downs, Mr. Woodside, on certificates which have been 
granted in connection with plans already in progress of construction ? 

Mr. Woopstpe. No, sir. 

Mr. Lantarr. Mr. Chairman, does the committee have filed with it 
this list of all certificates that have been granted ? 

Mr. Casry. We have a list. I do not know whether we have the 
latest list or not. We have made a request for it. I do not think we 
have actually got the latest list. 

Mr. Woopsipr. We ran out of copies of this thing, the certificates 
issued through March 1. We had a request from a couple of com- 
mittees here on the Hill for copies, and we had to get it reproduced. 
I will have to get you one, if you do not have it. 

Mr. Harpy. We would like to have you supply us with a copy of it 
when you get one for us. 

(The certificates referred to follow :) 
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Mr. Harpy. Suppose we leave these hypothetical cases and get down 
to the kind you like to discuss best, the actual ones. You did not like 
the hypothetical ones. 

I wonder, Mr. Woodside, if you would be good enough to give us 
the essential details and facts in connection “with the certificate of 
necessity and the direct loan made to the Hazelton Steel Co. 

Mr. Woopsipe. Yes, sir; I would be glad to. The application for 
necessity certificate by the Hazleton Steel & Tubing Co. of Tnasiton, 
Pa., was filed fairly early in this operation. The number is 113, filed 
November 9 with the Resources Board; and the application, according 
to the established procedure, was referred to the Department of 
Commerce. 

On December 7 we received a report on the application from Com- 
merce recommending an 85 percent certificate. The company’s plan 
and program called tor two electric furnaces, blooming mills, soaking 
pits, and tube mill for making oil-country pipe; and the plant was also 
adaptable to the manufacture of tubing useable in the aircraft 
industry. 

The tax application referred to an estimated cost of about $4,000,- 
000 plus—$4,200,000. To the extent that it represented a complete 
operation—in other words, from scap through the finished product— 
it could be considered as an integrated mill, although it does not involve 
ore or pig iron. 

Under the percentage pattern that we have evolved for the steel 
industry generally, as we worked our way through the steel cases, an 
integrated steel plant. would have drawn about a 75 percent certificate. 
That is allowing a higher percentage than that on your ore, your blast 
furnaces, your coke; a lower percentage than that on finishing 
facilities. 

This one was given an 85 percent certificate on the same principle on 
which several other small companies were given a percentage above the 
average. 

Mr. Harpy. What do you call a small company, now / 

Mr. Woopsipe. I think a small company to my way of thinking 
depends on what industry you are talking about. 

Mr. Harpy. In this industry / 

Mr. Woopsipr. Certainly a $5,000,000 pipe operation is small busi- 
ness in the steel industry. That is, as far as 1 am concerned it is small 
business. 

Mr. Harpy. A $5,000,000 company is a small company. When does 
it get out of the small company class, in your book / 

Mr. Woopswe. In the steel industr vy. 

Mr. Harpy. Yes; this kind of an operation. 

Mr. Woopsine. I do not think this kind of an operation would ever 
get out of the small business class. 

Mr. Harpy. Regardless of how big it might be, it is still small 
business ¢ 

Mr. Woopsine. Yes, but we have on occasion given a higher per- 
centage to newcomers and little fellows; and it so happened that in 
both the Lone Star case and this one we gave them 85-percent cer- 
tification, which was above the average for an integrated plant. 
solely on the ground that it is additional help to the little fellow and 
in both cases it showed some promise of getting steel very quickly. 
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The application was certified sometime around the middle of De- 
cember, I think, and certificate issued. The company had a loan ap- 
lication filed with the Department of Commerce on the 22d of 
K ovember. 

That application was reviewed by Commerce, and we received a rec- 
ommendation and certificate from the Secretary of Commerce on 
February 2. The issuance date of the certificate was very shortly 
thereafter. I do not have the precise date with me. 

Mr. Harpy. Commerce approved it when? In November? 

Mr. Woopsine. No, it was filed on the 22d of November, and we 
received a report and recommendation from Commerce on the 2d of 
February. 

Mr. Harpy. Is that a long time or a short time by comparison with 
your normal case? 

Mr. Woopsipr. Mr. Chairman, it is a long time, I think. 

Mr. Harpy. Any particular reasons for it being a long time? 

Mr. Woopsmwwr. Yes. The principal reason was that every one of 
these delegate agencies, Commerce, Interior, DPA, and Agriculture, 
was just beginning to get staffed up to do this job after the applica- 
tions began to come in in considerable volume. 

Mr. Harpy. So that is the reason it took so long? 

Mr. Woopsipr. So far as I know that is the reason. Now it is true 
that the investigation of these loans takes a little time. I do not 
know just what the time schedule of Commerce was on it. 

Mr. Harpy. Now you said this loan showed a promise of getting 
steel quickly. On what do you base that ? 

Mr. Woopsine. If this company went ahead with its program 
quickly, it should be able to be producing pipe early next year. 

Mr. Harpy. Of course it had to build from scratch? Or did it 
already have a plant that it just needed to increase the size of ¢ 

Mr. Woopstpe. No, sir, this was a brand new enterprise. The land 
had been donated by a community group in Hazleton. And the 
whole operation was beginning from scratch. 

Mr. Harpy. And everything that came up to you was favorable for 
the loan. So far as you know, when you got it it was all cleared and 
in good shape and perfectly in order so you approved it. Is that 
right ? 

Mr. Woopsiwe. Yes, sir. 

Mr. Casey. Mr. Woodside, does your record show the date on which 
you issued a certificate for this loan ? 

Mr. Woopsipz. Our record will show it. I do not know that I have 
it here. 

Mr. Casey. Is it a fact that the date the certificate was issued was 
February 2, 1951? 

Mr. Woopswer. It may very well have been. 

Mr. Casey. The same day you received the approval from 
Commerce ? 

Mr. Woopsipr. It could have been. 

Mr. Casry. Would you check that for the record ? 

Mr. Woopsipr. Yes. 

Mr. Harpy. You say everything that came to you when this thing 
came to you on February 2 was favorable to the approval of a cer- 
tificate. Were you aware that any special consideration had been 
given this loan in Commerce or elsewhere before it got to you? 
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Mr. Woopstpz. I was aware of the fact that the report of the RFC 
to Commerce had taken a little time. The company’s plans had been 
revised. The costs had increased. There was a change in the pro- 
gram. They proposed to substitute a different type of pipe mill from 
the one in the original application. The fact that there was a lack 
of experience here—this is a brand-new outfit—was considered. 

Mr. Harpy. You say this thing Showed promise of getting steel 
quickly. You also said that there was no ore or pig involved, and it 
was purely a question of scrap. I suppose then you were aware of an 
unlimited supply of scrap being available to this mill at once to 
operate ? 

Mr. Woopsipr. The company proposed two things: One, to buy 
scrap ; or two, to import pig from Chile. 

Mr. Harpy. And you were satisfied that their source of supply 
would be adequate ? 

Mr. Woonsipe. I think that the source of supply remained a ques- 
tion on this thing throughout, the fact that they had no assured source 
of supply. 

Mr. Harpy. But notwithstanding that, you thought it was worth 
taking a chance on? 

Mr. Woopsine. That is right. 

Mr. Harpy. But there was recognized to be an element of risk as to 
whether it may have an adequate source of supply ? 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. Now, was any part of its output intended to go directly 
into defense ? 

Mr. Woopsipr. To the extent that the end product was pipe, you 
have an indirect defense need. 

Mr. Harpy. I asked you directly? 

Mr. Woopsipz. To the extent that they should use the facilities for 
tubing for aircraft, it would be direct. 

Mr. Harpy. Was there any contract with any agency of defense for 
any product in being or anticipated ? 

Mr. Woopsine. Not that I know of. 

Mr. Harpy. So that the only effect that you know of that was im- 
mediately anticipated would have been in an indirect way ? 

Mr. Woopsiwrz. Right. 

Mr. Harpy. RFC gave its enthusiastic and wholehearted blessing 
to it, did it? 

Mr. Woopstpe. I do not recall just what RFC’s recommendation 
was. 

Mr. Harpy. Would you normally be concerned with RFC’s recom- 
mendation ? 

Mr. Woopsipg. Yes, sir; we try to take a look at them. 

Mr. Harpy. Did you in this case? 

Mr. Woopsing. I am sure I did. I do not have it here. The RFC 
recommendations are not always clean-cut, however. They discuss 
factors involved, and we rely largely upon the delegate agencies to as- 
sess the RFC report and reach its own conclusions on the desirability 
of recommending the loan. 

Mr. Harpy. Do you know whether at any time in the course of the 
processing of this application it became necessary or feasible or ex- 
pedient to get any special consideration of this loan by the Muni- 
tions Board or NSRB? 





74 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Mr. Woopsine. Not that I know of. 

Mr. Harpy. You are not aware of any if it took place? 

Mr. Woopsinr. No. 

Mr. Harpy. Are there any questions? 

Mr. Casey. What functions precisely does RFC play in the proc- 
essing of this loan application ? 

Mr. Woopstve. The theory of this whole set-up as far as the loans 
are concerned is that the services of the RFC shall be employed, one, 
to make the field investigation, the financial investigations. 

Mr~ Casey. Credit investigations ? 

Mr. Woopsipr. That is right. And two, to service the loans after 
they make them. 

Mr. Casey. And RFC makes a recommendation to you as to the 
credit aspects of this thing for a loan ? 

Mr. Woopstpr. RFC makes a recommendation to the agency with 
which the loan application is filed. 

Mr. Casey. Could that be the National Production Authority ? 

Mr. Woopsipr. In this case it was the National Production Au- 
thority. 

Mr. Casey. And is that record available to you when you process 
the loan in your shop ? 

Mr. Woopsipe. Surely. 

Mr. Casry. Then you do not know the nature of the RFC recom- 
mendation in this case? 

Mr. Woopsipe. I do not remember. I am sure I saw it. 

Mr. Harpy. Now, Mr. Woodside, you knew we were going to raise 
some questions about this thing, and you did not take the trouble to 
refresh your memory on this. 

Mr. Woopsinr. I received notice of this late Friday afternoon, and 
I had quite a time getting prepared for this as much as I have. 

Mr. Harpy. You mean we have got another case of failure to clear 
down to proper folks from General Harrison’s office in matters that 
are going to have to be discussed by some of the subordinates ? 

If Mr. Woodside is not familiar with this matter, we are probably 
going to have to get the information from RFC. I would much pre- 
fer to get it from him, but if he cannot help us out on it, I think we 
will have to get RFC up here. 

Are there any questions from any members of the committee ? 

Mr. Lanvarr. Do you have a file there, Mr. Woodside, on this par- 
ticular application ? 

Mr. Woopsipr. I have got the recommendation of the Department 
of Commerce, a copy of the certificate, and a copy of the loan appli- 
cation. 

Mr. Lantarr. May I see those? 

Mr. Woopsipe. Yes, sir. 

Mr. LanraFF. Did you notice in the report filed by the Department 
of Commerce with you that unsuccessful efforts had been made to ob- 
tain a loan from banks or other sources, and that the RFC had de- 
clined to make the loan ? 

Mr. Woopsipe. Yes, sir. 

Mr. Lanvrarr. Did you inquire as to why RFC had declined to make 
the loan ? 

Mr. Woopstpe. Yes, sir. 
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Mr. Lanrarr. What were the reasons given / 

Mr. Woopstpr. To the best of my recollection the reasons were that 
it was too thinly secured. 

Mr. Lantarr. Will you please go into that a little further? What 
do you mean by that ! 

Mr. Woopstpe. Inadequate collateral. It is a 100-percent loan. 

Mr. Lantarr. What were the promoters putting up in connection 
with the loan / 

Mr. Woopsipe. The only collateral was to be the land which had 
been donated by the community group that provided it, and the assets 
to be purchased with the proceeds of this loan. 

Mr. Harpy. What was the value of the land ? 

Mr. Woopsipr. Nominal. 

Mr. Harpy. I believe that there was some outstanding stock in the 
corporation, was there not ¢ 

Mr. Woopsipre. Yes. 

Mr. Harpy. Give us the names of the stockholders and the amount 
of stock that they held, will you, please ¢ 

Mr. Woopsipe. I cannot give you that. In fact, I do not think 
the application shows it. 

Mr. Harpy. Get RFC to come up, Mr. Lantaff. I think maybe they 
can answer your questions vetter than Mr. Woodside can. 

Mr. Lantarr- I think it might be pertinent to have copies of these 
papers from the Commerce Department available to the committee, 
either in the record or as appendices to the record. 

Mr. Harpy. Will you have copies of them so that we could have 
them ¢ 

Mr. Woopsipre. Those are my only copies. I can supply copies. 

Mr. Harpy. If you will supply copies to us, please, we will insert 
them in the record. 

(The papers referred to follow :) 

To: National Security Resources Board. 

Krom: Facilities and Construction Bureau, National Production Authority, 
Department of Commerce. 

Subject : LAC-1—Hazleton Steel & Tubing Corp., Hazleton, Pa. Application for 
Government loan under section 302 of the Defense Production Act of 19590, 
and pursuant to title 832A, National Defense Appendix, chapter VI, part 601. 

Amount of loan requested : $7,800,000. To provide funds for the estimated cost 
of acquisition, installation, and construction of the facilities for production of 
seainless steel tubing. 

Business 
Applicant is a new corporation chartered under the laws of Delaware and 

proposes a seamless steel tube mill to be located at Hazleton, Pa. The facility 

will provide a modest expansion of the Nation’s steel-making capacity. It will 
manufacture the ingot required for its end product. This will be seamless steel 
tubing. However, the plant will be so designed and constructed that it may be 

adapted to production of other tubular products used in aircraft and other mili- 

tary products. 

Purpose 
Construction of plant buildings including: 


Utilities end Reed tnstaliotione@ie ees ik oS et 8S, 900:000 
MUI Sr ia Sie a ls a ol ..._.. 4, 960, 340 
pe TE RR aR er oir oat, ee AES Scr WLR Saye Cee EN eae 1, 024, 660 
Contingencies (RFC recommendation) ~..--_..---__-_._.-________ 2, 015, 000 

oF ONF SHES Ss fe UENO ERIN SL CF TPO NOL Ce ae ALLE) Lg PO me Be SL Cae Me ERE 9, 000, 000 
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Need for proposed new and additional construction and plant facilities 

1. Petroleum and its byproducts are vitally necessary for national security and 
defense. The plant will produce tubular goods which will aid in the production 
of petroleum products. 

2. The present output of oil country tubular goods is inadequate to meet the 
requirements of the petroleum industry and the production will have to be ex- 
panded substantially during 1951 and 1952 if oil-production needs as projected 
by the Petroleum Administration for Defense are to be met. <A significant short- 
age of military tubing, for which the plant will be adaptable, is anticipated. 


Credit statement 
Efforts made to obtain the requested loan from banks or other sources have 
been unsuccessful and the RFC has declined to make the loan. 


Pertinent factors 

1. This project involves the construction of an electric furnace and pipe mill 
at a stated cost of $6,985,000. The two electric furnaces having a capacity of 
150,000 tons will provide all the ingots needed to produce 120,000 tons of seamless 
tubing annually. 

2. The plant is located in an area where ample supplies of scrap are available, 
this being one of the considerations in selection of the plant site. 

3. Applicant has advised that arrangements have been made and confirmed for 
the purchase of Chilean pig iron beginning July 1, 1951, in the amount of 2,000 
tons per month, this from a Koppers managed operation in Santiago, Chile, by 
letter dated January 16, 1951. 

4. Pennsylvania Power & Light Co., under date of December 28, 1950, advised 
application to the effect that the Power Company would be able to furnish 26,000 
KW. of power for the electrification of this plant. It is believed that this is ample 
power to service the plant. 

5. The labor factor is extremely favorable both for construction and for sub- 
sequent operations. The area is one of substantial, chronic unemployment stem- 
ming from the regular decline of the anthracite industry and rising productivity 
per worker resulting from mechanization. 

6. The plant site is favorable with respect to other production factors. 


Management 
Executive and key operating personnel available to the borrower are men of 
proven competence in the industry. 


Estimated earnings 


Annual production, 120,000 tons: 
Sales (90 percent capacity) at $135 per ton 
Production cost, $100 per ton 


Gross annual profit 
Less: 
Pheperty : (aw id oe ee cis $40, 000 
Sales and administration 1, 300, 000 


Maintenance and repair 100, 000 
—————-_ 1, 440, 000 


Profit before taxes and debt service charges____._______-- 2, 340, 000 
Juehe dent Bervice Gamrmes 2 i ee eee, 1, 000, 000 


Net promt Betore’ Cater. =. ee es a ee oe ess 1, 340, 000 
If half Chilean pig iron is used, the cost would be increased 
approximately $3 per ton 360, 000 


pO = RG ae nae me aE CP aR HA EME AN A ee RMOmeeeS 980, 000 


Recommendations of Delegate Agency, Department of Commerce, NPA 

1. Approve loan in amount of $7,800,000 conditioned upon : 

(a) Borrower paying into the RFC, fiscal agent for the delegate agency, 
$1,000,000 of private capital. 

(b) In the event that the $1,000,000, a private capital injected herein, or any 
part thereof is evidenced by a debt of the corporation, said debt shall be subor- 
dinated to this mortgage loan, and no principal nor interest shall be paid on 
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same until the first mortgage loan under section 302 has been paid in full 
both principal and interest. 

(c) Plant to be so designed and constructed that it may later be adapted to 
the production of other tubular products suitable for aircraft and other military 
products. 

2. Note payable—interest.—414 percent per annum payable quarterly beginning 
18 months from date of note; interest accrued during that period shall be 
construed as principal and shall bear interest at the rate of 4% percent per 
annum and shall be due on or before the final principal payment date of the 
mortgage loan. 

Principal.—Not to exceed 10-year maturity; first payment to become due 18 
months after date of note in the amount of $250,000, and quarterly thereafter 
at the same rate. 

(i) All tax savings, if any, available under any Certificate of Necessity 
for accelerated amortization shall be taken by borrower. 

(ii) In addition, after the Certificate of Necessity for rapid tax amortiza- 
tion has expired, when net earnings after taxes but before deductions for 
depreciation and amortization exceed principal payments during the fiscal 
year, 50 percent of the amount of the excess is to be applied on principal 
in the inverse order of maturity. 

3. Fiscal agent.—The RFC as fiscal agent for the delegate agency will admin- 
ister and service this loan in accordance with the conditions set forth herein- 
under, using its standard forms and procedures. The delegate agency retains 
its right to call upon the fiscal agent during the life of this loan to take such 
action as the delegate agency deems necessary with respect to all of these 
conditions. 

4. Collateral.—(a) All collateral for this loan to be held by the fiscal agent 
for the benefit of the delegate agency. 

(b) Mortgage covering all real and personal property now owned or herein- 
after acquired by borrower. 

(c) Assignment, in form and substance satisfactory to delegate agency and 
the fiscal agent, of any and all leases and/or contracts held by borrower, which 
assignment or assignments shall provide that, so long as the holder of the note 
has not entered into possession of the premises covered by said leases and/or 
contracts, the holder of the note shall not be liable for the performance of any 
of the obligations, agreements and covenants made or assumed by borrower in 
connection with said leases and/or contracts, and borrower shall remain liable 
for the performance of all such obligations, agreements and covenants: Provided, 
That, in the discretion of the fiscal agent, the assignment and/or recordation 
of any leases or contract essential in the normal business operations of bor- 
rower but not necessary for the protection of the delegate agency need not be 
required. 

(d@) Hazard insurance of such kind with such companies and in such amounts 
as may be required by fiscal agent. 

5. Use of proceeds.—Solely for payment on account of the cost of acquisition, 
installation, and construction of the facilities contemplated and described in 
borrower’s application, upon satisfactory evidence to the fiscal agent that the 
funds are required, either for construction or working capital. 

6. Other terms and conditions—(a) Compensation to borrower's officers, di- 
rectors and key personnel is to be satisfactory to fiscal agent. Any compensation 
or increase in compensation to any such person which results in compensation 
at a rate in excess of $10,000 per annum shall have the prior approval of the 
fiscal agent. 

(b) Management agreement shall mean an agreement, executed by borrower, 
providing that until payment in full of the indebtedness evidenced by the note 
the management of borrower shall be satisfactory to the delegate agency, and 
that if within 30 days from the date of forwarding of notice to borrower that 
borrower’s management is not satisfactory, and borrower does not make changes, 
so that its management is satisfactory to the delegate agency, then the delegate 
agency may at any time thereafter, without notice to borrower, accelerate the 
maturity of the indebtedness evidenced by the note and take such steps as may 
be deemed necessary to safeguard the interests of the note holder. 

(c) The borrower shall not without the prior consent of the delegate agency 
declare or pay any dividend or make any distribution upon its capital stock or 
purchase or retire any of its capital stock or consolidate or merge with any other 
company or make any advances directly or indirectly by war of loan, gift, bonus, 
commission or otherwise, to any company, directly or indirectly, controlling or 








78 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


affiliated with or controlled by the borrower, or to any officer, director, or em-- 
ployee of the borrower or of any such company. 

(d) Tax deposit agreement. 

(e) After-acquired property agreement. 

(f) Written agreement satisfactory to fiscal agent providing that: 

(1) Borrower will not, prior to payment in full of the loan, obligate itself to 
make expenditures for capital additions in excess of $50,000 in the normal course- 
of business, in any one year, except as herein permitted, without the prior 
written concent of the fiscal agent. In no event is any debt to be made senior to- 
the mortgage to be executed as provided herein. 

(2) Borrower will submit to fiscal agent manager for (a) use of delegate 
agency, and the fiscal agent, or their representatives; and (b) transmit to the 
Washington office of the fiscal agent monthly reports and statements reflecting 
borrower’s operating costs and financial condition, also annual independent audits 
to be made by auditors satisfactory to the fiscal agent. 

(3) Borrower shall reimburse the fiscal agent for salary and expenses of 
engineers and auditors to be assigned during the construction of facilities planned 
under the expansion program and such other charges for supervision as the fiscal 
agent or the delezate agency may deem necessary. 

(4) Borrower will agree to assign patients and trade-marks to the fiscal agent 
upon written request, 

(5) The acquisition, installation ,and construction of all, or any part of the new 
facilities, referred to herein shall be on a fixed cost, or other basis satisfactory 
to the fiscal agent. 

(6) Prior to making further commitments for facilities other than those- 
referred to herein, borrower will obtain the approval of the fiscal agent. 

(7) Any and all modifications and changes in the plans and specifications as 
presently drawn shall be made only upon the prior written approval of the fiscal 
agent. 

(8S) Borrower within 90 days after receipt of a written request from holder- 
of the note executed in connection with the mortgage securing this loan shall at 
its own expense convert such note(s) into bonds in such denomination and form 
and subject to such terms and conditions as shall be satisfactory to the holder of” 
the notes(s). 

Delegate Agency : DEPARTMENT OF COMMERCE, 
By (Signed) HARvEY M. HARPER. 
Approved by: 
(Signed) Arrnur J. BoLcerR, 
Acting Assistant Administrator, 
FRANK R. CREEDON, 
Facilities and Construction Bureau, 
National Production Autority, Department of Commerce. 


U. S. DEPARTMENT OF COMMERCE, NATIONAL PRODUCTION 
AUTHORITY, WASHINGTON, D. C. 


CERTIFICATE FOR A LOAN UNDER SECTION 302 OF THE DEFENSE PRODUCTION ACT OF” 
1950 AND PURSUANT to TITLE 382A, NATIONAL DEFENSE APPENDIX, CHAPTER VI, 
Parr 601 


To: Reconstruction Finance Corporation : 

Pursuant to authority contained in and delegated to the U. S. Department of 
Commerce section 303 of Executive Order 10161, dated September 9, 1950, it is 
hereby certified that a loan to the Borrower, in the amount, and upon the terms 
and conditions, set forth below, is necessary to expedite production and deliveries 
or services to aid in carrying out government contracts for the procurement of 
materials or the performance of services for the national defense : 

1. Docket Number.—302 Loan LAC-1 

2. Name and address of borrower.—Hazleton Steel & Tubing Corporation, 
Hazleton, Pennsylvania. 

3. Amount of loan.—$7,800,000 conditioned upon: 

(a) Borrower paying into the RFC, fiscal agent for the delegate agency, 
$1,000,000 of private capital. 

(b) In the event that the $1,000,000, a private capital injected herein, or any 
part thereof is evidenced by a debt of the corporation, said debt shall be sub- 
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ordinated to this mortgage loan, and no principal nor interest shall be paid on 
same until the first mortgage loan under section 302 has been paid in full both 
principal and interest. 

(c) Plant to be so designed and constructed that it may later be adapted to 
the production of other tubular products suitable for aircraft and other military 
products. 

4. Note payable—Interest.—4\% percent per annum payable quarterly begin- 
ning 18 months from date of note; interest accrued during that period shall be 
construed as principal and shall bear interest at the rate of 4144 percent per annum 
and shall be due on or before the final principal payment date of the mortgage 
loan. 

Principal.—Not to exceed 10-year maturity; first payment to become due 18 
months after date of note in the amount of $250,000, and quarterly thereafter at 
the same rate. 

(i) All tax savings, if any, available under any Certificate of Necessity 
for accelerated amortization shall be taken by Borrower. 

(ii) In addition, after the Certificate of Necessity for rapid tax amortiza- 
tion has expired, when net earnings after taxes but before deductions for 
depreciation and amortization exceed principal payments during the fiscal 
year, 50 percent of the amount of the excess is to be applied on principal in 
the inverse order of maturity. 

5. Fiscal agent—The RFC as fiscal agent for the delegate agency will admin- 
ister and service this loan in accordance with the conditions set forth herein- 
under, using its standard forms and procedures. The delegate agency retains 
its right to call upon the fiscal agent during the life of this loan to take such 
action as the delegate agency deems necessary with respect to all of these 
conditions. 

6. Collateral—(a) All collateral for this loan to be held by the fiscal agent 
for the benefit of the delegate agency. 

(b) Mortgage covering all real and personal property now owned or here- 
inafter acquired by borrower. 

(c) Assignment, in form and substance satisfactory to delegate agency and 
the fiscal agent, of any and all leases and/or contracts held by Borrower, which 
assignment or assignments shall provide that, so long as the holder of the note 
has not entered into possession of the premises covered by said leases and/or 
contracts, the holder of the note shall not be liable for the performance of any 
of the obligations, agreements, and covenants made or assumed by Borrower in 
connection with said leases and/or contracts, and Borrower shall remain liable 
for the performance of all such obligations, agreements, and covenants; provided 
that, in the discretion of the fiscal agent, the assignment and/or recordation of 
any leases or contract essential in the normal business operations of Borrower 
but not necessary for the protection of the delegate agency need not be required. 

(d@) Hazard insurance of such kind with such companies and in such amounts 
as may be required by fiscal agent. 

7. Use of proceeds.—Solely for payment on account of the cost of acquisition, 
installation, and construction of the facilities contemplated and described in 
borrower's application, upon satisfactory evidence to the fiscal agent that the 
funds are required. 

8. Other terms and conditions.—(a) Compensation to borrower's officers, 
directors, and key personnel is to be satisfactory to fiscal agent. Any com- 
pensation or increase in compensation to any such person which results in com- 
pensation at a rate in excess of $10,000 per annum shall have the prior approval 
of the fiscal agent. 

(b) Management agreement shall mean an agreement, executed by borrower, 
providing that until payment in full of the indebtedness evidenced by the note 
the management or borrower shall be satisfactory to the delegate agency, and that 
if within 30 days from the date of forwarding of notice to borrower that bor- 
rower’s management is not satisfactory, and borrower does not make changes, 
so that its management is satisfactory to the delegate agency, then the delegate 
agency may at any time thereafter, without notice to borrower, accelerate the 
maturity of the indebtedness evidenced by the note and take such steps as may 
be deemed necessary to safeguard the interests of the note holder. 

(c) The borrower shall not without the prior consent of the delegate agency 
declare or pay any dividend or make any distribution upon its capital stock or 
purchase or retire any of its capital stock or consolidate or merge with any 
other company or make any advances directly or indirectly by way of loan, 
gift, bonus, commission or otherwise, or to any company, directly or indirectly, 
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controlling or affiliated with or controlled by the borrower, or to any officer, 
director, or employee of the borrower or of any such company. 

(d) Tax deposit agreement. 

(e) After-acquired property agreement. 

(f) Written agreement satisfactory to fiscal agent providing that: 

(1) Borrower will not, prior to payment in full of the loan, obligate itself 
to make expenditures for capital additions in excess of $50,000 in the normal 
course of business, in any one year, except as herein permitted, without the 
prior written consent of the fiscal agent. In no event is any debt to be made 
senior to the mortgage to be executed as provided herein. 

(2) Borrower will submit to fiscal agent manager for (a) use of delegate 
agency, and the fiscal agent, or their representatives; and (b) transmit to the 
Washington office of the fiscal agent monthly reports and statements reflecting 
borrower's operating costs and financial condition, also annual independent 
audits to be made by auditors satisfactory to the fiscal agent. 

(3) Borrower shall reimburse the fiscal agent for salary and expenses of 
engineers and auditors to be assigned during the construction of facilities plan- 
ned under the expansion program and sfich other charges for supervision as the 
fiscal agent or the delegate agency may deem necessary. 

(4) Borrower will agree to assign patents and trade-marks to the fiscal agent 
upon written request. 

(5) The acquisition, installation, and construction of all, or any part of the 
new facilities, referred to herein shall be on a fixed cost, or other basis satis- 
factory to the fiscal agent. 

(6) Prior to making further commitments for facilities other than those 
referred to herein, borrower will obtain the approval of the fiscal agent. 

(7) Any and all modifications and changes in the plans and specifications 
as presentl; drawn shall be made only upon the prior written approval of the 
fiscal agent. 

(S) Borrower within 90 days after receipt of a written request from hoider 
of the note executed in connection with the mortgage securing this loan shall 
at its own expense convert such note(s) into bonds in such denomination and 
form and subject to such terms and conditions as shall be satisfactory to the 
holder of the note(s). 

Delegate Agency: DEPARTMENT OF COMMERCE, 
By CHARLES SAWYER, Secretary. 
Date: February 2, 1951. 
This certification has been approved pursuant to established procedure, by— 
E. T. Grpson, 
Deputy Administrator, Defense Production Administration. 


Mr. Lantarr. Where in that paper does Commerce recommend this 
loan ? 

Mr. Woopsipr. A specific recommendation ? 

Mr. Lantarr. Yes. 

Mr. Woopsipr. It starts on page 3. 

Mr. Lantarr. You say you can produce copies of these papers for 
the subcommittee ? 

Mr. Woopsipr. Yes, sir. 

Mr. Harpy. Did you find the recommendation of the Department? 

Mr. Lantarr. The memorandum submitted to the NSRB by Com- 
merce recommends the approval of a loan in the amount of $7,800,000, 
conditioned upon the borrower paying into RFC, the fiscal agent, 
$1,000,000 of private capital ; that in the event the $1,000,000 of private 
capital is injected, or any part thereof, as evidenced by a debt of the 
corporation, the debt should be subordinated to this mortgage loan. 

Mr. Harpy. Is that the recommendation of the Department of 
Commerce ? 

Mr. Lantarr. Of the Department of Commerce. It shall be so 
subordinated to this mortgage loan and no principal or interest shall 
be paid on the same until the first mortgage loan under 302 has been 
paid in full, both principal and interest. 
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Mr. Harpy. Right there, is that the basis on which your certificate 
was granted and a loan was granted ? 

Mr. Woopsinr. He is reading from part of an entire report, sir. 

Mr. Harpy. I understand that, but is the part that he just read the 
basis on which the thing was finally settled ? 

Mr. Woopsipe. Yes; the conditions proposed go on there. 

Mr. Harpy. And there was a provision under which the corporation 
was to supply $1,000,000 of private capital, and without that, then 
a certificate on a DPA loan was not in effect. Is that right? 

Mr. Woopsipr. Yes. 

Mr. Harpy. But permission was granted for that to be in the nature 
of a loan rather than an investment of the owners of the corporation ? 

Mr. Woopsipg. Yes. 

Mr. Harpy. Anything further, Mr. Lantaff ? 

Mr. Lantarr. Was a completion bond required in connection with 
this plant? 

Mr. Woopsipr. If I may look at that recommendation, I can tell you. 
I do not think so. I think the cost of a completion bond in this thing 
would have been pretty high. 

Mr. Harpy. The cost of the completion bond would have been pretty 
high, but we do not mind letting Uncle Sam take all of the risk. Is 
that about the way we get down to—— 

Mr. Woonsipz. There is no question, sir, but what this one is of a 
high-risk nature. 

Mr. Harpy. Do I understand that you do not know anything about 
the stockholders ? 

Mr. Woopsinr. I do not want to say that. I think the application 
reflects the name of the president of the corporation; and I am sure 
the RFC report will show who the principal stockholders are. But 
I do not have that with me, and I do not remember it. 

Mr. Lantarr. The application shows it. 

Mr. Harpy. Shows the names, though. Does it show anything about 
their qualifications and their capabilities and so forth ? 

Mr. Lanrarr. I can read from the application. 

Mr. Harpy. Let us not bother with that. I think that maybe we 
would save time if we got the RFC up here. 

Do you have something you wanted to say, Mr. Woodside? 

Mr. Woopswwr. The management, there was a standard provision 
that would be written into this thing that the management of the 
company would be satisfactory to the RFC and the delegate agency. 

Mr. Lanrarr. There are some interesting provisions in this appli- 
cation which I think are necessary to look into in connection with this 
investigation—shares of stock, the salaries that they have designated 
for each of themselves, and the fact that these salaries are accruable 
from October 1, 1950, are all stated in the application. 

Mr. Harpy. I think we will have to get the RFC to enlighten us on 
those things. We need to pursue the matter a little further with Mr. 
Woodside. I think before getting RFC, Mr. Woodside, I just want 
to raise one other point. I think you said you relied on the recom- 
mendations of the Department of Commerce in this case. Is it not 
true that you have a loan committee that supposedly investigated this 
case on its own ? 

Mr. Woopsing. No; I do not have a loan committee. Two to five 
of the people I have available are put on loan work from time to 
time depending on the flow of the cases, 
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Mr. Harpy. The final responsibility rests with you? 

Mr. Woopsipe. The final responsibility rests with me, but we do 
not have the personnel; we are not equipped to try to make an in- 
vestigation of each one of these cases. 

Mr. Harpy. But you do have available to you all of the investiga- 
tions made by RFC and at least you have the privilege of scrutinizing 
what they have done and what they have said about it ¢ 

Mr. Woopsipr. Yes. 

Mr. Harpy. Thank you, Mr. Woodside. Mr. Dodds, let us have 
your’ RFC folks up here, if you please. 

Mr. Lantrarr. Mr. Chairman, may I suggest, too, that a copy of the 
original application of the Hazleton Co. be furnished to the com- 
mittee ? 

Mr. Harpy. Yes. Will you do that for us, Mr. Woodside ? 

Mr. Woopsipr. Yes. 

(The material referred to follows :) 


Form NSRB-140 (Oct, 1950) 
[Form approved, Budget Bureau No. 25-R001] 
UNITED STATES OF AMERICA 
EXECUTIVE OFFICE OF THE PRESIDENT 
NATIONAL SECURITY RESOURCES BOARD 


APPLICATION FoR A NECESSITY CERTIFICATE PURSUANT TO PROVISIONS OF Sec, 124A 
(AMORTIZATION DEDUCTION) OF INTERNAL REVENUE CODE 


To: National Security Resources Board, Executive Office Building, Washing- 
ton 25, D. C. 

Name and address of applicant (street, city, zone, State): Hazleton Steel & 
Tubing Corporation, Hazleton, Pennsylvania. 

Total cost of facilities sought to be certified $4,275,340 (estimated). 

Date of application: November 9, 1950. 

For NSRB use only. 

File No. TA-113. 

Date received: 11/14/1950. 

Comm. H. H. C. 

A complete new seamless tube manufacturing plant at Hazleton, Pennsylvania, 
consisting of two MNT electric melting furnaces, one blooming mill, three soak- 
ing pits, two Assel mills, one rotary hearth furnace, necessary finishing equip- 
ment and related buildings and equipment. 

Capacity—120,000 tons of seamless steel tubing annually. Estimated capital 
outlay, exclusive of land, $4,800,000. 

Tube-making process to be used under license from Timken Steel & Tubing 
Company (see Attachment No. 1). 

The proposed facility will be a self-contained independent unit and will not 
allied by ownership, agreement, or otherwise with any similar operation. 

(Notr.—The Hazleton Steel & Tubing Corporation, incorporated under the law 
of Delaware, is not as yet a going concern. Responsive to Section 600.2 (e) (3) 
of the Regulations governing the issue of Certificates of Necessity, the business 
and professional records of the principal officers and directors are set forth 
in Attachment No. 2.) 


1. Identify the materials and services produced or to be produced with facili- 
ties, prescribed in Appendig A, for which certification is sought. Do not 
use general designations such as “aircraft parts” or “radar parts.” In the 
case of service facilities such as cafeterias, offices, or plant protection, list 
principal materials and services of the plant facility served. 

The main products to be produced in this facility are seamless steel tubing 
and easing. These products could also be supplemented by the manufacture of 

(1) aireraft alloy tubing, (2) tank tread tubing, (3) rocket tubing, (4) aircraft. 
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structural and propellant tubing, (5) recoilless gun tubes, and (6) mortar shell 
easings and mortar casings. 
The proposed facility will constitute a new source for the manufacture of steel. 


2. Give reasons why the facilities for which certification is sought are necessary 
in the interest of national defense. The applicant should apply carefully 
the criteria for determination of necessity and of portion attributable to 
defense purposes set forth in sec. 600.2 of the regulation governing the is- 
suance of necessity certificate prescribed by the chairman of the national 
Security Resources Board. 

There is a critical shortage of facilities for the production of seamless steel 
tubing and casing. Seamless steel tubing of the kind which the applicant pro- 
poses to manufacture is used in the petroleum industry where it is in very short 
supply. In this use and in other uses for which it is suitable seamless steel 
tubing is directly required in the interest of national defense and is necessary 
for the operation of the national defense program. 

The proposed facility in the normal course would be economically useful for 
other than defense purposes after five years. The proposed facility is being 
undertaken now in order to alleviate the severe and long-standing shortage of 
steel tubing and casing. 

There will be included as part of the proposed facility two electric furnaces, 
a blooming mill, two Assel mills, soaking pits, a rotary hearth furnace and other 
necessary finishing equipment. 

Included in the proposed facility will be two Assel mills which are presently 
idle and which will be reworked to be incorporated into this seamless steel tubing 
mill. 

There will also be incorporated in the proposed facility a blooming mill which 
is presently in partial operation, but the usefulness of which will be greatly in- 
creased by becoming a component part of this tubing mill. 

Incorporation of the Assel mills and the blooming mill in the proposed facility 
will not only substantially improve their usefulness both for the civilian economy 
and for national defense, but the use of this presently idle or partly used equip- 
ment will also save at least one year in getting the proposed facility into 
operation. 

The location of the proposed facility will be excellent with regard to military 
security. The plant will be situated in an inland area among the Broad Moun- 
tains in Pennsylvania where there is no heavy concentration of industry. 

The proposed facility will be located in a chronically distressed unemployment 
area where there is an abundance of both skilled and unskilled manpower avail- 
able. By using this presently unemployed local labor the facility will not burden 
existing housing, transportation or community facilities, as they are already 
existing. 

The proposed facility will be independently owned and operated and will pro- 
mote competitive enterprise. Favorable action on this application will facilitate 
participation in the tubing industry of a small independent business. 

A competent and experienced force of key personnel are already available to 
operate the proposed facility. These include top production men for our melt 
shop, our tube plant and for our metallurgical work. We have also obtained 
the services of some of the foremost metallurgists and consultants in the country. 


8. Maximum designed production: 120,000 tons of tubular steel products annually 





Average per- | 


Maximum de- centage of 
; ‘ 1 signed produc- | maxium de- Maximum designed 
List separately materials or serv- Unit of tion without | signed produc-| production with ad- 
ices identified in item 1 measure | facilities | tionusedin | dition of facilities 
| sought tobe | quarter pre- sought to be certified 
| | certified | ceeding filing 
} | Of application 
| | 
(a) | (b) (c) (d) (e) 
Seamless steel tubing or casing...| Ton_.._____- 0 0 | 120,000 tons annually. 
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4. Employment: 400 to 500 men 





Employment and work hours without facilities sought to be Estimated employ- 
certified (for pay period ending nearest 15th of month preced- | ees and work 
ing filing of application) | hours with addi- 

tion of facilities 
| sought to be cer- 
Actual Capacity | tified 
Shift } 








| Total | Total 

produc- | mMan- 
tion hours per 

| workers | week 


Total man- 
hours per 
week 


Total man- 
hours per 
week 


| Total produc- 


Total produc- 
tion workers | 


tion workers 


(a) | (b) (ce) (d) (e) |} (f) 








First. __. ..| Inapplicable_.| Inapplicable Inapplicable__| Inapplicable - - 
Second i : ....do ee cee RS a do. Ley ‘ 
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| ES ‘ 





5. Production or services began or will begin with the facilities sought to be 
certified on the following date (on gradually expanding facilities, give 
schedule of output) 

July 15, 1951—at annual rate of 60,000 tons. 
December 31, 1951—at annual rate of 120,000 tons. 
The foregoing is contingent upon the approval of a direct Government loan 

to the applicant by December 10, 1950. 

6. If applicant owns or has available idle facilities which may serve same pur- 
pose as those for which certification is sought, give reasons for not using 
for such purpose 

Inapplicable. 

7. Can applicant subcontract for all or part of the materials or services produced 

or to be produced by the facilities sought to be certified? [ ] Yes [a] No 
If yes, why doesn’t applicant so subcontract? If no, why not? 
No. There is no idle capacity in this industry. 

8. Output of facilities sought to be certified will be used for the following 

purposes 
a. For the following principal prime contracts with the United States 
Government: 


| Program symbol | 
Contracting Gov-| (2 digits or other | Materials or 
| ernment agency | contract identifi- | services 
| } cation 


Amount 


| Delivery date(s) (dollars) 


Date of contract 


(f) 


| 
| 
| 
| 


(a) (b) | (c) | (d) | (e) 





Inapplicable. 
b. For the following subcontracts with U. S. Government prime contractors: 





“ | 
(e) Government agency | 
“. : receiving products | 
Ss » | * Py 
upplied to Delivery | or services | Amount 
(date(s) | : | (dollars) 
| (f) Prime contract iden- | 
| tification 


(c) (4) | | @) 


} 
| 
| Materials or | ,.; } 
‘ | (give name g | 
services | (give name and 


Date of contract 
| address of firm) | 


} 
| 
| 
| 
| 
i 





Inapplicable. 

c. For the following classes or types of customers other than the United States 
or its prime contractors (wherever possible, also indicate final product use and its 
relation to national-defense purposes). 
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Customers engaging in oil production and in the transportation and processing 
of liquids. (See Attachments No. 3A-F.) 


9. Estimate percentage of the maximum designed production of the facilities 
sought to be certified which will be used for national-defense purposes. 
(ELaeplain basis for estimate.) 

100% of the maximum designed production of the proposed facility could be 
used directly for the production of end products required for national defense. 
It is expected that any part of the output not so used directly for national-defense 
purposes will be used in connection with the production of oil and petroleum 
products which will be used for defense purposes or for maintenance of the 
defense economy. 


10. Has applicant negotiated with agencies of this Government as to financing 
the cost of the facilities for which certification is sought? 


[x] Yes. [ ] No. If yes, give details. 
Applicant is proceeding to apply under section 302 of the Defense Production 
Act of 1950 for a direct Government loan. 


11. The following statements are made with respect to the land described in 
in appendix A. 

a. Name and address of seller or proposed seller to applicant: The grantor of 
this property is Hazleton Industrial Development Fund, Hazleton, Pennsylvania. 

b. Applicant’s relationship, financial or otherwise, with such seller: None. 

ec. Use of land before acquisition by applicant: Vacant industrial site. 

d. Estimated value of land afer five (5) years: $200,000. 

e. Why does applicant choose purchase as method for obtaining use of land? 
Land granted to applicant. 


12. The following statements are made with respect to those buildings described 
in appendix A which have been or will be purchased. 

a. Name and address of person from whom buildings were or will be purchased : 
Inapplicable. 

b. Applicant’s relationship, financial or otherwise, with such seller: 
Inapplicable. 

c. Use of buildings before acquisition by applicant: Inapplicable. 

d. Increased usefulness for defense purposes resulting from acquisition: 
Inapplicable. 

e. Estimated value of buildings after five (5) years: The estimated value of 
the buildings and fixed equipment to be erected after five years will be approxi- 
mately $1,000,000. 

f. Why does applicant choose purchase as method for obtaining use of build- 
ings? Buildings are not to be purchased but are to be erected. 


13. The following statements are made with respect to all other facilities de- 
scribed in appendig A which have been or are to be acquired second- 
hand; or which have been or which are productive assets of a going 
concern (give appendix A number in each case) 

a. Names and addresses of sellers or proposed sellers to applicant: Blooming 
mill—Rotary Electric Steel Company, Detroit, Michigan. Two <Assel mills— 
Texas Electric Stee] Casting Company, Houston, Texas. 

b. Applicant’s relationship, financial or otherwise, with such sellers: None. 

c. Use of facilities before acquisition by applicant: The two Assel mills, as 
previously described, are now idle but formerly produced closed-end tubing. 
The blooming mill has been currently in operation on jobbing lots of blooms. 

d. Increased usefulness for defense purposes resulting from acquisition: 
The two Assel mills previously described, formerly produced closed-end ord- 
nance projectiles during last war are now in a junk yard, and consequently 
are not an integrated part of any active operation. The methods formerly used 
in making this closed-end projectile are now obsolete, having been superseded by 
a cold extrusion method, as used by Mullins Manufacturing Company, whereby 
40% less steel is used. Therefore, the only useful purpose for these two Assel 
Mills is to be had by being placed into an integrated unit, as in this instance. 
The increased usefulness for defense purposes resulting from the acquisition of 
the blooming mill is the fact that this mill is being replaced in its present loca- 
tion by one of larger capacity, consequently inactivating this mill Applicant is 
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obtaining. The Applicant wili then put this mill into continuous operation as 
a component part of the integrated steel tube mill. 


14. List below, by number in appendix A, the facilities sought to be certified which 
are replacements describing (a) the replaced facility, (b) its age, (ce) the 
annual rate of depreciation. thereon, (d) the disposition whieh has been 
or will be made of the replaced facility, and (e) the reason for replace- 
ment 

No replacements; this is a new facility. 


15. The following statements are made by applicant evaluating the availability 
of manpower, housing, transportation, community facilities, and other ele- 
ments of production in the area where the facilities described in appendix 
A are used or to be used 

Hasleton, Pennsylvania, is one of the most critical areas of unemployment 
in the country. Permanent residents now living in their own homes and lacking 
permanent employment provide an adequate supply of skilled and unskilled 
ianpower. No additional load would be placed upon present housing, trans- 
portation, or community facilities. 

This community is served by excellent railroad transportation. See Attach- 
ment 4. 

There is adequate power available for this operation. See Attachment 5. 

There is available for the erection of this building adequate structural steel. 
See Attachment 6. 

Bethlehem Steel Company, which is close by, is the source of pig iron. This 
area is an excellent source for scrap on account of the number of railroads tra- 
versing the territory and the extensive mining operations in the locality. The loca- 
tion as to markets for this product in civilian economy is excellent because, within 
a radius of 100 miles, there are located many of the principal manufacturing fa 
cilities in the East whose tubing requirements are very great. 


16. Indicate possible uses of the facilities (for which certification is sought) 
for other than defense purposes at the end of five (5) years, and the nature’ 
and patent of the conversion which would be required, if any 

As described more fully heretofore, the proposed facility can continue to make 
seamless steel tubing without any conversion requirements and can continue to 
give work to the inhabitants of the area. This facility can be maintained as 
an important steel-producing unit in the competitive civilian economy. 


17. The following applications for necessity certificates for this plant at this 
location have been filed since January 1, 1950 





If final action has been taken, give date 
of— 


(Estimated) total 

Government file of facilities in 

number dollars on each (a) 
application 


Date of application 


(a) (b) (e) Issuance Denial 


None. 


18. Persons authorized to represent applicant for the purpose of this application 


} 
Name Ti Address (street, city, zone, State) 


Benjamin S. Dowd ‘ President : _.| 521 Fifth Avenue, New York 17, N. Y. 

James H. Hopkins .....---| Vice president _....| Citv Savings Bank Building, Alliance, 
Ohio. 

Martin G. Charles ....-.--| Vice president Meade Avenue, Babylon, Long 
Island, New York. 


CERTIFICATION.—The undersigned hereinafter referred to as the applicant, 
represents that the facilities listed in Appendix A are necessary in the interests 
of national defense during the emergency period, and requests the issuance with 
respect thereto of a necessity certificate as provided under Section 124A of the 
Internal Revenue Code, and in support thereof submits the information contained 
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in this application, and certifies that the facts herein set forth, or appended, are 


sf true and correct to the best of his knowledge and belief. 

[CORPORATE SEAL } HAZLETON STEEL & TUBING CORPORATION, 
t By BENJAMIN R. Down, President. 

Attest: 
v MArTIN G. CHARLES, Necretary. 
‘ Date: November 9, 1950. 

Applicant, check one: —] Individual. (|) Partnership. [%) Corporation. 


The United States Criminal Code, 18 U. S. C., sec. 1001, makes it a criminal 
: offense to make a willfully false statement or representation to any department or 

y : agency of the United States as to any matter within its jurisdiction. 
Items 1 to 3, inclusive, are to be typed in by applicant. This portion of appli- 











a cation will be returned to applicant as a receipt. 
Receipt is acknowledged of the application for a Necessity Certificate, filed on 
t Hs the date stamped hereon. Further communications with respect to this applica- 
- Red tion should bear the Government file number indicated hereon. 
i 1. Total facilities, this application, $4,275,340 (est.). 
- 2. Date of application: November 9, 1950. 
3. Name: Hazleton Steel & Tubing Corporation. 
I- ee Address (street, city, zone, State) : Hazleton, Pennsylvania. 
2 Leave this space blank. 
Goverment fue M0. TAL 225.23. 
I. 
APPENDIX A—-SUMMARY SHEET 
s " 
\- 4 {Applicant must attach hereto additional Appendix A sheets (numbered 2, 3, 4, 
- 4 ete.) supplying a description of each facility ) 
n g 
: Location of facilities : _— eton, Pennsylvania. 
Applicant (check one) : (J Individual. {] Partnership. [) Corporation. 
Name of applicant : Hazleton Steel & Tubing Corporation. 
: Address (street, city, zone, State) : Hazleton, Pennsylvania. 
2 Actus LS atec 
“ aS Item (acters) Mdallars) 
iS % (a) | (b) (ec) 
ig : Fo EPEC 2 ARREER BON CPPS ee fee Ee ETE REE EAE MEE OA sais cpbetudtos ih 109, 000 
a Buildings and other fixed installations. ______- t pone hae ; f ‘ 1, 000, 000 
Equipment: 
Machine tools___. uecacwkt su wicadanmeeeas ae Tee 120, 000 
Other metal working machine ry. aaa Es Ht : J Z , 509, 910 
fe 4 Power generating and distribating equipmen eS so as S SVL tv | 200, 000 
3 Furnaces... _. scahata miko ae ek RABE P MESO So a a ; 833, 120 
Other equipment_. ; 4 ge adomed pes : : 300, 000 
Other (specify): Install ation and supervision. ees at one ER TS 212, 310 
- Cram GaGa Of Or tantinies, AQnOAls Ao oso ns oc cle ee kkk al 4, 275, 340 
Give date of acquisition or beginning of construction, reconstruction, erection, 
or installation of the facilities: Thirty (80) days after approval of direct loan 
m under Section 302 of the Defense Production Act of 1950. 
Materials and services produced or to be produced (answer same as item 1, 
page 1, of application) : The main products to be produced in this facility are 
i Seamless steel tubing and casing. These products could also be supplemented 
s a by the manufacture of (1) aircraft alloy tubing, (2) tank tread tubing, (3) 
2 rocket tubing, (4) aircraft structural and propellant tubing, (5) recoilless gun 
ce, E tubes, and (6) mortar shell casings and mortar casings. 
A The proposed facility will constitute a’ new source for the manufacture of 
ng : 
steel. 
: Remarks: 
e Instructions: Appendix A describes the facilities for which certification is 
t. = sought and consists of the Detail Sheets on land, buildings, and equipment and 
ts oS a Summary Sheet. The Summary Sheet is Page 1. The number of pages in 
h 4 the Appendix, including both the Detail Sheets and Summary Sheet, shall be 
1e 4 indicated on the Summary Sheet and the Detail Sheets. 


— 
es 





88 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


The detail required in this Appendix A is important in order to enable the 
certifying authority to determine necessity of the facilities in the interest of 
national defense and in order to assist the taxpayer in identifying the facilities 
for the Bureau of Internal Revenue (Appendix A will be attached to certificate). 

If it is not possible at time of filing of application to identify the facilities in 
the detail asked, all available details should nevertheless be given and full details 
submitted as soon as possible. 

If the Appendix A Detail Sheet is not appropriate to a description of the 
facilities, a statement may be attached describing the facility in terms best 
suited to the activity. 

When a question is inapplicable, this should be so stated on the form. 

If actual cost cannot be ascertained, estimated cost should be given. If there 
are any substantial changes in cost or in description before the issuance of the 
certificate, the applicant should notify the National Security Resources Board. 


APPENDIx A—DETAIL SHEET 


Description of facilities for which certification is sought 


| 


Name of applicant: Hazleton Steel & | Address (street, city, zone, | Date: November 9, 1950. 
Tubing Corporation. State): Hazleton, Pennsylva- 
nia. | 








Square feet (approximate): 1,200,000.; Location of land: Hazleton, | Date acquired by applicant: Oc- 
| Pennsylvania. | tober 31, 1950.* 





1,800 ft. by 660 ft. Indicated by area enclosed by | Cost to applicant (dollars). 
red line on attached drawing 
marked: A2193. 








NO. 2. BUILDINGS AND OTHER FIXED INSTALLATIONS 





Square feet floor space (approxi- | Location of building: Hazleton, | Date acquired or construction be- 
mate): 120,000—200 ft. by 600 ft. Pennsylvania. | gun by applicant: Expected 
| start construction December 

30, 1950. 





Construction (wood, brick, ce- | Cost to applicant: $1,000,000 esti- 
ment, etc.): Steel. Floors mated, 
(number): 1. 


i 


Building indicated on attached drawing as Building A2181. 

*Agreement was concluded on this date with Hazleton Industrial Development Fund for conveyance to 
the Applicant. 

Equipment 


Scrap yard: Local fabrication $28, 000 
. Two MNT Electric furnaces: Pittsburgh Lectromelt Furnace Com- 

pany —_- ; 318, 120 
No. 5. Charging Boxes: Local fabrication 20, 000 
No. 6. Electrodes: National Carbon Company 8, 000 
No. 7. Ladles: Whiting Corporation__- 20, 000: 
No. 8. Ingot Molds: Vulean Mold & Iron 38, 000 
No. 9. Refractories: Harbison-Walker Company 5, 0OO 

No. 10. Mold Conditioning Equipment: Local fabricator 25, 
No. 11. Melt Shop Accessories, etc.: Whiting Corporation 20, 000 
No. 12. Soaking Pits: Salem Engineering Company 275, 000 
No. 13. Ingot Stripper: The Guide Company 25, 000 
No. 14. Crane Adjustments: Pauling & Harnischfeger 40, 000 
No. 15. Blooming Mill and Tables: Rotary Electric Steel Company 140, 000 
No. 16. Cut-off equipment : The Guide Company__--------------------- 25, 000 
No. 17. Accessory Tables, etc.: The Guide Company 62, 000 
No. 18. Rotary hearth furnace: Salem Engineering Company 150, 000 
No. 19. Piercing Mill: The L. W. Nash Company_-_-_- 125, 000: 








» to 
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Equipment—Continued 


No. 20. Two Assel Mills reconditioned: The L. W. Nash Company__---- $300, 000 
No. 21. Mandrel Handling Equipment: The Guide Company____-------- 25, 000 
No. 22. Mandrels: Republic Steel Corporation___.___-_.._.._----_----_-__- 30, 000 
No: 23; Straightener: The Medart ‘Co. 2.0.25 ce ees 50, 000 
No. 24. Threading and Machining: The Stamets Company-—---~- ed ae 80, 000 
No, 25. Testing and Inspection: The Stametz Company_---_---------- 60, 000 
No. 26. Handling Equipment: The Guide Company___---_----------- 20, 000 
No. 27. Seales and Shipping Facilities: Fairbanks, Morse_.___.--.---_ 25, QUO 
No. 28. Upsetting Equipment: Miscellaneous vendors__.------.-----~- 80, 000 


No. 29. Reducing Mill Equipment and Accessories: Local fabrication_. 348, 670 
No. 30. Miscellaneous Machine Tools (lathes, millers, granders, drill 

presses, planers, shapers, boring mills, etc.) : Machine tool 

Co (eral SS BESS BF RE EEE SE BPS ers ee ke ot Peeler Dees Cees SP Se 120, 000 
No. 31. Power Generating and Distributing Equipment: General Elec- 

tric Company or Westinghouse Electric & Manufacturing Com- 

REESE, AES Stiegl Sik ee ARIS ORS SS oS hee ole A aap eR oe ama 200, 000 
No. 32. Other Equipment (Trucks, Diesel locomotives, trackage, dollies, 

and other interior transportation): Miscellaneous manufac- 

US ee ee i eb Li ap detetmabciddnan 210, 340 
No. 33. Furnace Electric Controls: Leeds & Northrop____---------_--- 90, 000 


STATEMENT OF W. ELMER HARBER, CHAIRMAN, BOARD OF DIREC- 
TORS; ACCOMPANIED BY C. Y. DODDS, MANAGER, OFFICE OF 
LOANS, AND J. F. WILLIAMS, EXAMINER, RECONSTRUCTION 
FINANCE CORPORATION 


Mr. Harpy. Mr. Harber, we are glad to have you with us. Mr. 
Harber, I wonder if you would be good enough to just give us a com- 
plete picture of this thing. I know that you are familiar with it and 
you must have at the tip of your tongue a lot more information than 
we were able to get from Mr. Woodside. 

The subcommittee would appreciate having a full and complete 
running story of just what transpired in this case. 

Mr. Harper. There was an application filed for $6,985,000. RFC 
recommends that they cannot make the loan under 4—A. 

Mr. Harpy. Was the original application for a straight RFC loan ? 

Mr. Harper. Yes, sir; it may have been filed with the Department 
of Commerce first. I guess it was, and then came from Commerce 
over to us. 

Mr. Wiiuiams. Mr. Chairman, the original application was for 
$5,200,000, and it was an NSRB loan. But in the course of handling 
these transactions, we process them just exactly like they apply to us. 
In other words, we take the application and process it from the stand- 
point of seeing what portion, if any, we can make under the direct 
RFC Act; and if we cannot make any at all, then we submit it on 
over to NSRB or the Office of Defense Mobilization. 

The original amount was an NSRB loan for $5,200,000. At that 
time they were talking about using‘an Assel mill. They were going 
to buy up four or five second-hand shell-making machines—Assel 
mills—in Houston, Tex. But when our people investigated, they 
determined that it would not be economicat or feasible; and as a re- 
sult of our conversations with the Department of Commerce, the appli- 
cation was amended to ask for $6,985,000, and we processed that 
through regular channels. And that is what Mr. Harber was taking 
up at the time. It was turned down from our standpoint for three 
reasons. 
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Mr. Harner. First: A. The loan would not accomplish the purpose 
for which it was intended, because according to our investigation and 
analysis (a) the actual cost of the building, machinery, and equip- 
ment in our opinion will exceed applicant’s estimate; (>) applicant 
has not provided sufficient working capital to meet the abnormal op- 
erating costs which will surely prevail while the new facilities are 
being adjusted and new help is being trained; and (¢) applicant shows 
no source from which to obtain such additional funds as may be needed. 

B. Applicant’s estimate of net profit appears high as compared 
with earnings of other large and well-established steel and tube com- 
panies, ‘making it doubtful that the loan could be repaid in accord- 
ance with its terms. C. The three principals who will also comprise 
the actual management have only a nominal investment in applicant 
corporation. 

Second: However, if the delegate agency determines the loan shall 
be authorized under the provisions of title III, section 302, Defense 
Production Act of 1950, it is suggested that the terms and conditions 
set forth by our Philadelphia agency examiner in his supplemental 
report of January 5, 1951, be made applicable thereto, and in addi- 
tion the following: (a) injection of equity capital of not less than 
$2,500,000, of which not less than $2,000,000 shall be expended for 
construction and acquisition and installation of the proposed facilities 
prior to first disbursement of NSRB loan; (6) bond in favor of RFC 
guaranteeing completion of building and acquisition and installation 
of machinery and equipment for not more than estimated cost. 

Mr. Harpy. Now, Mr. Harber, that is a recommendation that was 
sent over at the time this loan was approved, is that not correct ? 

Mr. Harper. That is a suggestion. 

Mr. Harpy. Let us get. back a little. I asked you to give us a com- 
plete running picture of this thing, and I think you have omitted a 
lot of rather pertinent points in the development of this loan. Let 
us go back a little to what the recommendations were of RFC’s people 
in the earlier stages of this. You have put a lot of if’s and and’s in 
that recommendation there. 

Mr. Wituiams. Just what do you have reference to, Mr. Chairman ? 

Mr. Harpy. I wanted to get a complete picture of this thing, and 
you have cut us off here in a bobtail fashion and given us practically 
nothing except that which went over at about the time the loan was 
approved. 

Let us try to understand this whole thing from its beginning. You 
have told us what the original amount was, and you gave us a little 
information as to why the original amount was indicated. But I 
think you have left out a lot of pertinent factors. 

You know the kind of information we want, Mr. Williams. 

Mr. Wittams. Certainly we want to give you the full facts in this 
matter. We are trying to highlight it to start off with. We are going 
to get into the details, and we thought maybe you would size them 
up as you wanted them. 

To start with, application was $5,200,000, and they were proposing 
to do something that our engineers found out was impractical, That 
made us a little skeptical about the over-all set-up, since they started 
off by saying they could convert shell-making machines into seam- 
less tubing; and we found out that would not work economically, 
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and they agreed. Then they just automatically kicked up the amount 
of the application to $6,985,000 and put in conventional equipment. 

Of course, when the loan was approved by the delegate agency, 
they kicked it up to $7,800,000, with applicant injecting $1,000,000. 

Mr. Harpy. About when was it that they changed from the shell- 
making proposition ? 

Mr. Wiiu1aMs. The original application was November 22, 1950, 
and the amended application was December 29, 1950. We did not 
have too much to do with Commerce from December 29 on; that is, 
to this day we do not know exactly what the scope of the transaction 
is. As a matter of fact, we are in the process now of trying to develop 
with the borrower or the applicant and the delegate agency just exactly 
what they have in mind for the $7,800,000. 

Mr. Harpy. You do not know what they are going to do with it? 

Mr. Witu1aMs. We have been submitted temporarily a list of what 
they propose to do and what the estimates are, but we have not to 
this day been able to determine the scope of the project. 

Mr. Harpy. What was the agency examiner’s recommendation ? 

Mr. WiiuraMs. The agency examiner’s recommendation was to 
decline. Asa matter of fact, it has been 100 percent decline. 

Mr. Harpy. Read it into the record, will you? 

Mr. WixiiAMs (reading) : 


The agency examiner recommends that the request for a loan for $6,985,000 
under section 302 of the Defense Production Act of 1950 be declined for the 
following reasons. 


Those were the three reasons that Mr. Harber has already read 


to you. 

In other words, they did not think they could build the plant in the 
first place for what they proposed to build it for, and there was not 
sufficient working capital involved; and there was no provision for 
overrun; there was no assurance that they could get the additional 
funds. 

I might say in that respect that as far as the financial statement 
was concerned, they showed they had injected $600 in cash. 

Mr. Harpy. Can you give us the names of the officers and the amount 
of investment of each ? 

Mr. Wit1iams. The names of the officers were Mr. Dowd; Mr. 
Charles, who is vice president and secretary ; Mr. Hopkins is engineer 
on the project; and now they have submitted to us a Mr. Kern, who 
may be the production manager. 

Mr. Harpy. Is he a stockholder? 

Mr. WituraMs. Frankly, sir, we have no list of stockholders. They 
have been negotiating through our Philadelphia agency, and they 
have indicated to us that this $1,000,000 additional capital—now we 
were talking about equity capital, and there is a lot of difference 
between equity and the $1,000,000 that they are proposing to get in 
here now, pursuant to Commerce’s requirement. 

In the course of the conversation with our agency people in Phila- 
delphia, they have indicated that the $1,000,000 that was to go into 
this project was to be in the form of advances against. notes by five 
oil companies who will have contracts for part of the end project. 
Of course these notes would be subject to stand-by so far as this loan 
is concerned. 


83530—51———_7 
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Mr. Harpy. We want to get into that a little more in detail in a 
moment. I think maybe we had better skip that for now. 

Mr. WitttaMs. I give you this type of information because we want 
to put it right on Giaboasd. 

Mr. Harpy. We want to get that. But we want to get it just a 
little bit later. Do you know how much investment each of these three 
men whose name you mentioned had in the corporation—Dowd, 
Charles, and Hopkins? 

Mr. Wiuu1AMs. So far as we know, nothing. They probably had 
expenses over the months and all, and they have right now a request 
in to our agency—and it has just reached my desk—to O. K. salaries 
back from October 1. But I assure you they will not be recom- 
mended by me. 

We would not, so far as I am concerned, start paying them a 
thing—— 

Mr. Harpy. You made a statement awhile ago that there was a $600 
investment, I believe. 

Mr. WitiraMs. The financial statement that they submitted to us 
at the time of the application reflected $600 in cash. 

Mr. Harpy. Did it show what that represented? Did it show 
whether that represented capital stock or what it represented ? 

Mr. Wituiams. It shows on November 22, 1950, in their assets, $600 
in cash. 

Mr. Harpy. What liabilities does it show ? 

Mr. WixutaMs. Their current assets was that $600, and their liabil- 
ities, current liabilities, was $7,500; and that was accrued salaries that 
had not been paid. 

Mr. Harpy. At what rate of salaries was that? 


Mr. WiuiamMs. The way they are requesting our approval right now. 


is a salary of $40,000 a year for Mr. Dowd; $25,000 apiece for Mr. 
Charles and Mr. Hopkins, the two vice presidents; and $16,000 for 
Mr. Kern. And Mr. McQuade, who is to be a consulting engineer for 
at least 50 days, or something like that while they are putting in this 
project, is to get paid at the rate of $150 a day, plus expenses. 

We have not approved that kind of a set-up, and I can assure you it 
will not be recommended by me. 

Mr. Harpy. What is the authorized capital stock of the corporation? 

Mr. Witz1aMs. They show in here, common stock, $600. 

Mr. Harpy. That is $600 outstanding common stock issued ? 

Mr. WitutaMs. That is all we have available to us. 

Mr. Harpy. They do not show what was authorized? 

Mr. Wituiams. No, sir. 

Mr. Harpy. And they do not show a breakdown as to the ownership 
of that $600 worth of stock ? 

Mr. Wiiu1aMs. No, sir. 

Mr. Harpy. So here is a corporation with a total capitalization of 
$600, plus what might be the value of a piece of land that was donated 
to them. 

Mr. Wiit1aMs. It is 27.7 acres, and they set that up on their records 
at $100,000. Our people say that a fair value might be $13,850. 

Mr. Harpy. There is a big discrepancy. So, on the basis of your 
figuring, you would have a value of total assets at $600 cash. Does it 
show that? 

Mr. Wiiui1aMs. Yes, sir. 
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Mr. Harpy. And $13,850 in real estate. 

Mr. Witu1ams. But they are accruing salaries back from October 5 
that is about 4 months. And the salaries of those fellows runs about 
$106,000 a year. 

Mr. Harpy. So this corporation was bankrupt when it made ap- 
plication, was it not? 

Mr. Wii1tams. I would say if those salaries hold up, they would 
not be in too good a shape. 

Mr. Harpy. What was the recommendation of the Washington ex- 
aminer with respect to this? 

Mr. Wiuu1ams. This is one time, sir, that I am the examiner that 
handled this case, and I recommended that we not make the loan. 
And on reconsideration, that we not participate in any portion of the 
loan. 

As far as I ever want to suggest that if Commerce determined that 
it was in the interest of national defense, that all the other factors 
were satisfactory, and they would put $2,500,000 in it and give us a 
completion bond to assure that it would be built for the figure that 
they said it would, they might be justified in making a loan on that 
kind of a basis. 

Mr. Harpy. That was your recommendation / 

Mr. Wiiatams. Yes, sir. 

Mr. Harpy. RFC overruled you. Is that right? 

Mr. Wiui1aMs. No, sir, they did not override me on this one. They 
told Commerce the same thing. They said that our agency turned this 
down and we are agree that there is no portion that we could make 
or all of it under section 4~A, our regular loaning authority. So it is 
no soap so far as RFC is concerned. It is consistent all the way 
through. RFC 100 percent declined so far as it was concerned. 

Mr. Harpy. Was there any correspondence between RFC and Mr. 
Creedon of the National Production Authority about this ? 

Mr. Wuu1aMs. Nothing more than just regular transmittal of the 
application over there so far as my files indicate. We were called over 
there, our enginers—and I was instructed by Mr. Dodds to go along, 
too—and’ we were in a conference with this borrower at the time the 
application was first submitted. 

I think it is by reason of the information developed by our engineers 
to the effect that they could not feasibly convert these shell-making 
machines to seamless tubing—it was as a result of our conversation 
over there at that time that the applicant gave up the idea of the 
shortcut and decided to go for a conventional mill with the only dif- 
ference being that they asked the Government for more money. 

Instead of $5,200,000, they kicked it up to $6,985,000, and it finally 
came out approved for $7,800,000; and, as I say, we still do not know 
exactly what the scope is. 

Mr. Harpy. Are you familiar with the content of the letter of 
January 15, addressed by the Secretary of the RFC to Mr. Creedon 
about this loan? I do not know whether that is the same time the 
application was transmitted to—— 

Mr. WituiAMs. Yes, sir. That is a letter where the report that I 
prepared on the basis of the agency’s recommendation was submitted 
to our review committee and passed through for review in the regular 
channel, and that was transmitting the application to Mr. Creedon 
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and telling him officially that so far as the RFC was concerned, it had 
determined that this subject does not qualify for a loan requested 
under existing RFC lending authority. That is the letter you have 
reference to. 

Mr. Harpy. I think it is probably the same letter. It leaves the 
door open, but suggests that if it is essential in the interest of the 
national defense, that the terms and conditions set out in the Phila- 
delphia loan Examiner McGowen’s report, be made applicable to the 
loan, and subject to the modifications of your report, Mr. Williams, 
of January 12. 

Mr. Wiiurams. Yes, sir. 

Mr. Harpy. Now, of course, you would not know what the NPA 
did to determine that this was in the interest of national defense or 
essential in the interest of national defense. Did the RFC make avail- 
able to NPA all of these examiners’ reports and recommendations ? 

Mr. WittiaMs. Yes, sir, the original agency report and the supple- 
mental report after they changed the type of transaction that they 
were going to go for, and the engineering reports; and we also were 
over there on one or two occasions discussing the transaction with 
them. 

Mr. Harpy. With whom did you discuss it ? 

Mr. WittiAMs. At the time I was over there we discussed this case— 
as a matter of fact, it was on the invitation, I think, of Mr. Davlin 
and Mr. Harper, and we had with us Mr. McGowan and Mr. L. R. 
Waugh, our engineer who had made the personal check on the trans- 
action and had gone to the inventor of the Assel mill to determine 
whether it could be converted. 

He had also gone to the National Tube plant in Gary, Ind., and 
determined that a similar piece of equipment that had been installed 
there for some $472,000 had never operated over 24 hours. 

So we thought mainly they were not going to do so good with what 
they were proposing in this transaction. All of that was made avail- 
able to Commerce. 

Mr. Harpy. You say you went over at the request of whom ? 

Mr. Wiurams. Mr. Dedds instructed me to take our agency ex- 
aminer and our agency engineer and go directly over to Commerce 
to discuss this case with Mr. Davlin, Mr. Harper, and Creedon. 

Mr. Harpy. Mr. Woodside, identify Mr. Davlin and Mr. Harper for 
us, please, sir. 

Mr. Woopsine. Those gentlemen are employees of National Produc- 
tion Authority and are under Mr. Creedon, whose title, I believe, is 
Assistant Administrator. 

Mr. Harpy. Would those be the gentlemen that would have to pass 
on this thing before it got to vou? 

Mr. Woopsinr. I think their names are on the certificate that we 
had here a minute ago. 

Mr. Harpy. If they okayed it, then its approval by you would be 
more or less a matter of course / 

Mr. Woonsipr. They signed it and it came to us with the signature 
of the Secretary of Commerce. 

Mr. Harpy. So you are relying on the Secretary of Commerce, 
then, not Mr. Harper or Mr. Davlin? 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. Thank you, Mr. Woodside. 
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Mr. Meaper. Mr. Williams, did you also furnish credit information 
on the principals in this company to Mr. Davlin and Mr. Harper? 

Mr. Witu1aMs. I think the only information we furnished was what 
was written out in the reports and all with reference to each of these 
gentlemen. I do not think we made any additional information avail- 
able. 

Mr. Meaper. Did your engineer or your examiner make a study of 
the qualifications of Mr. Dowd, Mr. Charles, and Mr. Hopkins, to 
determine whether they had the capacity to go ahead and direct this 
plant and produce this pipe? 

Mr. Witu1aMs. Could I answer one thing at a time? You asked me 
did we tell commerce what we knew about the individuals involved. 
Under “Comments on Management,” there are about two or three 
pages here which pretty well highlights about each one of these gentle- 
men. I think it would be considered adequate information as to all 
of them—maybe not everything that we had determined, because. at 
that time I had not handled the application of another concern that 
Mr. Dowd had been connected with, and I was not aware of some of 
the information I subsequently developed. 

But you must remember that all the way through we said “No” 
to the loan, and that if we had considered making it, I think we would 
have gone even further into the management rs of it. We have that 
problem to face right now, however, since it has been approved and we 
are being requested to approve their salaries. saci 

Mr. Casey. Mr. Williams, would you read into the record the small 
paragraph in the middle of page 11 of your Philadelphia loan agency’s 
report, which appears to be more or less a summary of your findings 
on the management ability of these principals? 

Mr. Wuu1aMs. Is that “General Comments” there ? 

Mr. Casey. Yes, the second paragraph under “General Comments.” 

Mr. WittraMs [reading]: 

The principals according to their personal histories have been associated in 
various capacities with several steel mill and pipe companies, but there is no 
satisfactory evidence that they have experience in the general management of 
such companies. 

Is that what you have reference to? 

Mr. Casey. That is right. Did you have any knowledge of Mr. 
Kern’s participation in this process—was Kern the name, the fourth 
man brought into the picture? 

Mr. Wiiu1aMs. Kern. 

Mr. MrAper. How do you spell that? 

Mr. WiuutAms. K-e-r-n. He seems to have a pretty good back- 
ground. He has been, I think, with Hudson and two or three other 
outfits and seems technically to stack up fairly well. He is supposed 
to be the production manager. 

Mr. Harpy. From what you learned about the three individuals who 
were the stockholders apparently in this corporation, did it appear 
that they had been engaged in various and sundry promotional 
activities ? 

Mr. Witu1AMs. I had met Mr. Dowd, Mr. Charles, and Mr. Hopkins. 
All I knew was what was in the record. What subsequently came out 
in connection with the application of Vulean Iron Co., it would be 
ee an opinion of mine. I would think according to the record they 
iad been engaged in a number of activities and some of thein had 










































































































































































96 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


worked out and some of them had not. That was just a personal 
opinion. 

Mr. Harpy. You mentioned the Vulcan Iron Works. Was that one 
of Mr. Dowd’s 

Mr. Wituiams. Yes; he was formerly president of Vulcan Iron 
Works. They applied to us for a $1,000,000 loan. It was after he 
[Mr. Dowd] had left the employ of Vulcan and then the application 
was cut down to $500,000, but we did not elect to make the loan. We 
did not like the management of it, the stock set-up, and the earnings 
record was not too good. And then there were a number of things in 
it that we were not satisfied with. 

I recommended against it and the Board went along with it. 

Mr. Harpy. Is Mr. Dowd still connected with the Vulcan Iron 
Works? 

Mr. Witutams. I understand not. He has resigned. He was a di- 
rector for a while and then he gradually dropped out of that picture 
and is now on this Hazleton Steel & Tubing Co. 

Mr. Harpy. Do you know the name of his successor ? 

Mr. Wuu1aMs. I can get. that, sir, but it just slipped my memory 
for the moment. 

Mr. Harpy. Was there a Mr. Greenberg that was associated with 
Mr. Dowd in the Vulcan Iron Works? 

Mr. Witurams. Mr. Greenberg supposedly has a considerable stock 
interest, but it is held through, I think it is, his son-in-law. We were 
not able to run down too closely just who the controlling stock be- 
longed to. 

Mr. Harpy. Is that the same Mr. Greenberg that is connected with 
the Seneca Hotel in Chicago? 

Mr. Wriu1aMs. I think the record so indicates. 

Mr. Harpy. Rather an interesting connection. How about the fi- 
nancial responsibility of the three individuals, Dowd, Charles, and 
Hopkins? 

Mr. Wiu1aMs. They represented themselves to have, Mr. Dowd. an 
outside net worth of $100,000; Mr. Charles, $80,000; and Mr. Hopkins, 
$80,000. But we had no information to back it up. 

We did not have any personal statements to say whether or not that 
was correct. That is the way it was represented. 

Mr. Casey. Notwithstanding the net worth, whatever it might be, 
they had no commitments to this venture except the actual $600 that 
was represented by their capital stock ? 

Mr. Witiiams. So far as we know they were not putting any of 
the $1,000,000 in. But, as I say, it is not a transaction yet because 
the loan as approved by the delegate agency is predicated on the in- 
jection of $1,000,000 by somebody: and so far we as fiscal agent have 
not seen the money. So it is not a deal. They have drawn up a 
type of indenture that they propose to use, and they indicated to us 
that five oil companies are going to advance money to them. 

But we have to see the transaction before we can tell you whether 
it will ever be a deal or not. 

Mr. Casey. Mr. Williams, if they do come forward with this $1,000,- 
000 represented by the commitments from these five 011 companies, does 
the RFC have any discretion in the matter as to whether they will go 
through with the loan? 

Mr. Wiu1aMs. No, sir. 
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Mr. Harpy. Does the RFC have any discretion in the matter of the 
salaries of the officers ? 

Mr. WitiraMs. Yes, sir. But we propose, I think in this case, to 
explore it certainly with the delegate agency because those salaries 
were listed in the application, and we stated in the report that in our 
opinion they were out of line and I do not think we are going to okay 
them without the delegate agency putting it on the line. I will not. 

Mr. Casey. Is it fair to assume that in addition to the salaries they 
may have incurred some additional expenses in the promoting of this 
venture up to date? 

Mr. WixuiaMs. They have got $7,500 listed as being owing to them 
on November 22. I think it is reasonable to assume that they have 
got some promotion expenses or some expense, out-of-pocket expense, 
in working up this transaction. 

Mr. Casry. Is it fair to say that the RFC from the field examiner 
straight through to the Board of Directors considered this as a pro- 
motional venture ? 

Mr. Wiiu1aMs. I will not say that, but I would say straight across 
the board we did not think there was a sufficient basis to take any 
part of the loan or to recommend a loan. I do not think the record 
shows we have encouraged anybody toward making any part of it. 
But.as to saying it is a promotional deal, you would have to use your 
own judgment on that, sir. 

Mr. Casry. But at least the three principal stockholders of this cor- 
poration have made no personal guaranties and have not committed 
their own personal credit to this venture in any way except the $600 
in the capital stock ¢ 

Mr. Wiuu1aMs. To our knowledge that is true. 

Mr. Harpy. In other words, with a $600 capital stock, they will get 
control of $7,000,000. 

Mr. Witu1aMs. $8,800,000, apparently. 

Mr. Lantarr. Mr. Chairman, I do not believe we have in the record 
this examiner’s report which was approved by the Board. It would 
seem to me to be pertinent in a subsequent investigation to have that 
predicate in the record showing the information that was furnished 
to the Department of Commerce. 

‘Mr. Harpy. Can you supply us with those? 

Mr. Wituiams. Yes, sir. Specifically you want copies of all reports 
submitted to the agency and all made in our shop. 

(The reports referred to follow :) 


New Loan, NSRB—DEPARTMENT OF COMMERCE—LAC-1 


JANUARY 12, 1951. 
HAZLETON STEEL AND TUBING COPPORATION, HAZLETON, PA. 


Loan requested: $6,985,000. 

Participation: None. 

Purpose: Page 1 supplemental report. 

Business: Manufacture of steel and seamless steel tubing. 
Maturity : 6 years. 

Availability of credit : Page 3 original report. 
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Recommendation 





Requested Washington 
Agency | Review Com- 
mittee 





Construction of plant buildings 
Equipment 3 
Installation of equipment Does not quali- i Sif 
Allowance for contingencies-_..............-...---- fy under sec. ; " 
Working capital 4 (a). : under 
| it is | 
Decline !_. % Exam 
there’ 




















1 For reasons, see summary of agency action dated Jan. 5, 1951. 
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RECOM MENDATIONS q 1: 
Assistant agency manager: Decline.’ 
Agency examiner: Decline.” 
Additional agency examiner: Decline.’ 
Washington examiner: Does not qualify under section 4 (a). q 
Collateral: Page 2 supplemental report (000 omitted) : 4 Rev 
ql condi 


4 * Agency F as 
ae Net book liquidation . result 


value 


ti 
n 





matul 
254 





Now owned: Land $14 $14 
To be acquired: 
Building , P 1,000 700 
Machinery and equipment 5 , 4, 960 2, 976 


5, 974 3, 690 




















Appraised by: Agency Examiner McGowan. See page 3 supplemental report. 
Guarantors: None. 
Condensed balance sheet: As of November 22, 1950.—Page 4 supplemental 
report (000 omitted) : 
Howa 


In re 
Total N 

ooeaill In 1 

W. C. $1,012 after loan of $6,985. applic 
Earnings.—See “Future Prospects and Repayment Ability,” page 8 of original mittec 
report. 4 Put 
Management.—Page 9 original report. factor 
Public interest.—See agency’s letter dated December 28, 1950. j be th 
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RE HAZLETON STEEL & TUBING CORPORATION, HAZLETON, PENNSYLVANIA willa 

: which 

RECOMMENDATION OF WASHINGTON EXAMINER WILLIAMS : into f 


That the Delegate Agency (Department of Commerce) be advised: 
1. That the requested loan does not qualify under the provisions of section 
4 (a) of the RFC Act, as amended, for the following reasons: 


a. The loan would not accomplish the purpose for which it is intended 
because, according to our investigation and analysis, (a) the actual cost 
of the building, machinery and equipment, in our opinion, will exceed appli- 
cant’s estimate, (0) applicant has not provided sufficient working capital 
to meet the abnormal operating costs which will surely prevail while the Applic 
Busin 


1 For reasons, see summary of agency action dated January 5, 1951. Loan | 
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new facilities are being adjusted and new help is being trained, and (c) 
applicant shows no source from which to obtain such additional funds as 
may be needed. 

b. Applicant’s estimate of net profits appears high as compared with 
earnings of other large and well established steel and tube companies, making 
it doubtful that the loan could be repaid in accordance with its terms. 

ec. The three principals who will also comprise the active management 
have only a nominal investment in applicant corporation. 

2. However, if the Delegate Agency determines the loan should be authorized 
under the provisions of title III, section 302, Defense Production Act of 1950, 
it is suggested the terms and conditions set forth by our Philadelphia Agency 
Examiner in his supplemental report of January 5, 1951, be made applicable 
thereto, and in addition the following: 


a. Injection of equity capital of not less than $2,500,000 of which not less 
than $2,000,000 shall be expended for construction and acquisition and instal- 
lation of proposed facilities prior to first disbursement of NSRB loan. 

b. Bond in favor of RFC guaranteeing completion of building and acquisi- 
tion and installation of machinery and equipment for not more than esti- 
mated cost. 

J. F. Witr1AMs, Examiner. 


Review Committee concurs with Washington Examiner, subject to the further 
conditions : 

1. Application to be made for Certificate of Necessity and any tax savings 
resulting from accelerated amortization to be applied on loan in inverse order of 
maturity. 

2. Such other conditions as Delegate Agency may impose. 

G. P. Luce. 
J. ©, Hart’. 
H. J. HERRMANN. 


Loan AGENCY OF THE RECONSTRUCTION FINANCE CORPORATION 
LINCOLN-LIBERTY BUILDING 
Philadelphia 7, Pa. 


Howard—Chief—Business Loan Branch—Office of Loans—RFC—December 28, 
1950 


In re: Hazleton Steel & Tubing Corporation, Hazleton, Pa. Loan Application 
No. NSRB-2. 

In reply to your letter of December 27, 1950, it is suggested that the captioned 
application for a loan of $5,200,000 is in the public interest for the reasons sub- 
mitted herewith. 

Public interest—If the requested loan were feasible with respect to all credit 
factors involved, its approval would be in the public interest because it would 
be the means of establishing a new industrial enterprise that would furnish 
employment to approximately 500 men, in an area which has an excess of labor 
and a chronically high record of unemployment. Furthermore, if applicant can 
make any substantial increase in the country’s production of steel and tubing, it 
will aid in overcoming the cirtical shortage of these items which now exists and 
which threatens to become more acute as the national-defense program gets 
into full swing. 

B. J. KELLEY, Manager. 


RECONSTRUCTION FINANCE CORPORATION 
OFFICE OF LOANS 
ENGINEERING REPORT ON NSRB LOAN APPLICATION 


Applicant: Hazleton Steel & Tubing Corporation, Hazelton, Pa. 
Business: Manufacture of seamless steel tubing. 

Loan applied for: $6,985,000. 

Maturity requested: 6 years. 





100 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Date of Original Application: Nov. 22, 1950. 
Date of Amended Application: Dec. 29, 1950. 
Philadelphia Agency No.: NSRB-2. 

Washington Office No.: NSRB-12. 

Date of Agency Original Report: Dec. 19, 1950. 
Date of Agency Supplemental Rpt.: Jan. 5, 1951. 
Date of this Report: Jan. 9, 1951. 

Description of project.—The proposed construction and equipment of a plant 
for the electric-furnace production, principally from scrap of steel and the 
fabrication therefrom of 120,000 tons per year of seamless steel tubing. 

Estimated cost.—See Agency Supplemental Report, page 1, for brief summary 
estimate and page 3 for estimated cost of equipment. 

Time t0 complete.—Applicant has indicated informally that the project can be 
completed and in operation in 8 to 12 months’ time. However, no definite or 
detailed plans or schedules have been submitted and we consider this estimate 
exceedingly optimistic. 

Public interest—The NSRB has certified the project as necessary in the 
interest of national defense and we understand has issued applicant a Necessity 
Certificate for part or all of the estimated cost of construction. 

It is within the jurisdiction of National Production Authority and NSRB to 
determine which projects are necessary to increase production for national 
defense, but it appears there is one feature of the project which should be men- 
tioned in this connection. 

The project will be primarily dependent upon scrap, and to a lesser extent upon 
pig iron. The supply of scrap is already very tight and undoubtedly will be 
tighter. With the steel industry expanding under the present program and with 
both scrap and pig iron in short supply, this project may not be able to operate 
at nearly its capacity unless it takes scrap and pig iron from other plants, thereby 
restricting their output. 

Barnings.—The applicant has not furnished any reasonably complete or de- 
tailed estimate of production cost, transportation cost, general administration 
and selling cost, sales prices or estimated earnings. It has, however, furnished 
a brief estimate of manufacturing costs as shown on page 4 of the Agency’s 
Criginal Engineering Report dated December 20, 1950. This indicates that on 
the basis of present day mill prices, tubing might be sold for $144 per ton or 
slightly less and estimates there would be a profit of $2,400,000 annually at the 
rate of $20 per ton. However, we consider the applicant’s estimate of $96 per 
ton manufacturing cost is much too low and applicant’s representatives have 
verbally informed us that the production cost under the amended application 
would be increased. We-have made no attempt to accurately estimate what the 
manufacturing or other costs involved would be, because the cost of electric 
power is unknown, the applicant has not furnished sufficient detailed informa- 
tion regarding the equipment or production methods, and we do not believe that 
sufficient equipment has been provided to successfully produce 120,000 tons of 
seamless tubing per year. The project will suffer from unfavorable transporta- 
tion costs since it is planned to sell most of the tubing for use in distant oil fields. 
Its cost in general will presumably be higher than those of competitors, since 
it is an entirely new project and of relatively small capacity. Accordingly, even 
under the present condition of shortage of seamless tubing, we doubt whether 
there would be more than $10 per ton gross profit prior to depreciation, Federal 
taxes and debt service, and it appears more than merely questionable whether 
this project could survive under more nearly normal competitive conditions. 

Collateral offered——See Agency report, page 2. We concur in the Agency’s 
figures for the cost, net book value and appraised value but believe the liqui- 
dating value given is considerably too high. We consider that if it could be dis- 
posed of as a going concern, the project could be sold at the Agency’s liqui- 
dating value figure or perhaps somewhat more. However, should it be necessary 
for the Government to take over the project because it could not operate at a 
profit, we believe it would be necessary to dismantle and dispose of the project 
on a piecemeal basis, and under those circumstances we do not believe that the 
project would bring more than $1,500,000 or, possibly, $2,000,000. 

Management.—See Agency original report, pages 9, 10, and 11, including the 
first two paragraphs under “General Comments,” on page 11, and Agency Supple- 
mental Report, all except the first two paragraphs under “General Comments” on 
pages 5 and 6. 

In this connection, we call attention to the last paragraph of page 6 of the 
Agency report with respect to salaries of the three officers aggregating $90,000 
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a year, Which have been accruing since October 1, 1950. We consider salaries 
of this amount greatly out of line for a company of this size and particularly in 
view of the fact that the company is entirely new, has practically no assets and 
except for the land which was donated, the applicant will make no contribution 
whatsoever toward the project or the cost of its operation. We seriously question 
whether the newly organized Applicant Corporation, consisting only of three 
officers, either has or will be able to obtain such qualified technical or operating 
personnel as will be required to satisfactorily construct or operate this project. 

Comments,—The plant is to be located near Hazleton, Pa., apparently because 
in this area sufficient electric power can be obtained and it is reported there is 
at present sufficient labor and housing. However, under normal conditions, we 
would not consider this location suitable for a new steel mill since it is far dis- 
tant from the area where most of its production will be used and it will have 
to compete with steel mills not only on the east coast but also in Pittsburgh 
and the Great Lakes area. The cost of transportation to the Texas oil fields, 
where most of the production is expected to be used, is reported to be about 
$28 per ton by rail and about $11 or $12 per ton by rail to Philadelphia and 
by water to the Gulf ports. 

See the Agency Supplemental Report, the last two paragraphs on page 2, for a 
description of the land and buildings. The area of the plant site is considered 
quite small. Although additional land is said to be available, its extent and 
cost are unknown. 

The applicant has not employed any well known engineering firm to study 
and report on the project. A brief engineering report has been submitted by 
the engineering company headed by James H. Hopkins, who is one of the three 
officers comprising the applicant corporation. This report is very general in na- 
ture, giving practically no information as to the sizes, capacities, or suitability 
of the proposed building and equipment. 

The original application depended primarily upon the use of one piercing 
machine and either one or two Assel mills to manufacture the seamless tubing. 
Upon serious question being raised as to whether the Assel mills could be suc- 
cessfully adapted to the production of commercial lengths and dimensions of 
seamless tubing, the applicant submitted a brief letter amending its applica- 
tion, eliminating the Assel mills and substituting therefor seamless tube equip- 
ment of standard conventional design comprising one piercing mill, one plug 
mill, one elongator, two reelers, and one sizing mill, and increasing the appli- 
cation for funds about $1,785,000 to take care of the increased cost of this 
equipment and provide for contingencies. It appears that subsequently the 
applicant verbally advised the Agency of an additional amendment substituting 
anew and more costly blooming mill since the proposed used blooming mill was 
no longer available and providing for most of the increased cost of the new 
mill by reducing the size and “stands” of its proposed reducing mill. 

Although this is not made clear by the application or the Hopkins engineer- 
ing report, we were advised that it was expected the electric furnaces would 
produce 150,000 tons of ingots per year from which 80 percent of this amount, 
or 120,000 tons of finished seamless tubing would be produced and sold. We do 
not consider that the two 30 ton MNT electric furnaces can be depended upon 
to produce 150,000 tons of ingots and furthermore believe that about 160,000 
tons of ingots will be required to produce 120,000 tons of tubing. 

It is stated that the applicant is planning to produce 5-inch round billets in a 
single blooming mill, reducing these from ingots of about 21 inches square 
cross section which will be poured from the electric furnaces. We do not con- 
sider that this can be successfully done without installing an additional round 
or billet mill. We understand that satisfactory 5-inch round billets can be pro- 
duced in a single mill provided special smaller size ingots are poured from the 
electric furnaces. However, this might require a larger rotary hearth furnace. 

We consider it will be necessary to install certain additional equipment, not 
provided for in the application, such as scrap baling and handling machines to 
obtain at or near the normal capacity of the electric furnaces. Furthermore, we 
concur in the views expressed by the Agency’s engineer at the bottom of page 9 
and at the top of page 10 of the Agency’s Supplemental Report, dated January 
4, 1951, that the amount of funds requested will not be sufficient for the con- 
struction of a satisfactory plant. However, we are inclined to believe that if the 
project is approved, the cost of constructing a satisfactory plant alone, exclud- 
ing working capital, will be between $10,000,000 and $12,000,000. 
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Conclusions.—The applicant has apparently done little preliminary work such 
as having an engineering study made covering the plant or equipment re- 
quirements of a project of this nature, the cost of production, market, and sell- 
ing price. Transportation cost and location are unfavorable for the production 
of seamless tubing which is to be used primarily in the distant Texas or other 
oil fields. The project depends primarily upon obtaining scrap and, to a lesser 
extent, upon the purchase of pig iron. The tightening scrap market and prob- 
able future shortage of both scrap and pig iron may make it hard for this plant 
to operate at or anywhere hear capaicty. 

Although the applicant has not submitted sufficient information for us to make 
any reliable estimate of the probable profit, we consider that with satisfactory 
management a plant such as that proposed located in the Hazleton area, might 
enjoy a fair or good profit due to the probable shortage and high price of steel 
during the next few years, and considering the savings in taxes which would re. 
sult from permitting amortization of all or most of the plant cost over a 5-yea 
period. However, with questionable management which apparently can not 
provide any funds either for the construction or operation of the plant and 
would thus have no “stake” in its success, the results might well be much less 
favorable. 

We consider it doubtful whether under present conditions and with present 
prices, a satisfactory plant could be constructed for less than $9,000,000. With 
rising prices and material shortages, we believe it more likely that a satisfac- 
tory plant would cost between $10,000,000 and $12,000,000. 

A. W. GREELY, Engineer, Office of Loans. 

Concurred in: 

R. E. Burton, Chief Engineer, Office of Loans. 


RFC Form 967. Rev. 11—14—50 
SUMMARY OF AGENCY ACTION 


RECONSTRUCTION FINANCE CORPORATION 
PHILADELPHIA AGENCY 


Agency No: NSRB-2. 
Date of Examiner’s Report: December 19, 1950. 


J pplicant.—Hazleton Steel & Tubing Corporation, Hazleton, Pennsylvania. 

Loan applied for.—$5,200,000. 

Hraminer’s recommendation.—Agenecy Examiner recommended that loan be 
Declined for the following reasons: 

1. The loan would not accomplish the purposes for which it is intended be- 
cause, according to our investigation and analysis, (a) the actual cost of the 
building, machinery and equipment, in our opinion, will exceed applicant’s esti- 
mate thereof by approximately $1,000,000, (b) applicant has not provided suffi- 
cient working capital to meet the abnormal operating costs which will surely pre- 
vail while the new facilities are being adjusted and new help is being trained, and 
(c) applicant shows no source from which to obtain such additional funds 
as may be needed. 

2. Applicant’s estimate of net profits appears high as compared with earnings 
of other large and well-established steel and tube companies, making it doubtful 
that the loan could be repaid in accordance with its terms. 

3. The three principals who will also comprise the active management have 
only a nominal investment in applicant corporation. 

Agency Review Committee’s recommendation.—Agency Review Committee de- 
clined the loan for reasons set forth in Examiner’s report of December 19, 1950. 

Advisory Committee’s recommendation.—Not submitted to Advisory Com- 
mittee. 

Agency Manager’s recommendation.—Agency Manager concurs in the decline 
recommendation of Agency Examiner and Agency Review Committee. 

BERNARD J. KELLEY, Manager. 

Date: December 20, 1950. 





RF“ 


Delega 
Agency 
Date of 
Date @ 
Date 01 
Establi 
Appl 
Busi 
Loan 
Matu 


Construct 
tions. 
Equipme 
Installati 
Working 

Tot 


A. W 
capital 
scrap ir 


16,000 t 
4,000 to 


7 


This w 
abnorm 
expense 
for goo 
more W 
supplier 
stating 
are shi 
rapid tt 
B. Ce 
critical 
spected 
It has 
parativ 
Crucibl 
the bui 
applica 
and roo 
plant w 
the buil 
of 139,7 
of 167.€ 
by 160 | 
75 feet 
this wor 
plated v 
Appli 
it obtai 
prompt 
Applica 


CERTIFICATES OF NECESSITY AND DEFENSE LOANS 103 


RFC EXxAMINER’sS REPORT ON APPLICATION FOR DEFENSE PRODUCTION LOAN 
PHILADELPHIA LOAN AGENCY 


Delegate Agency Docket No. LAC-1. 

Agency Number: N.. 8. R. B.-2. 

Date of application: November 22, 1950. 

Date application filed: December 5, 1950. 

Date of report: December 19, 1950. 

Established : Chartered September 15, 1950, a Delaware corporation. 
Applicant.—Hazleton Steel & Tubing Corporation, Hazleton, Pennsylvania. 
Business.—Manutfacture of steel and seamless steel tubing. 

Loan applied for.—$5,200,000. 
Maturity requested.—6 years. 





Purpose Requested Recommended 


|-— 





j 
Construction of plant buildings including utilities and fixed installa- | $1, 000, 000 | 


tions. | 
Equipment } 2, 963, 030 | 
Installation of equipment 212,310 | }Not recommended. 
Working capital issu ae 1, 024, 660 | 


Total | 5, 200, 000 





COMMENTS ON PURPOSE 


A. Working capital.—Applicant allots $1,024,660 of loan proceeds for working 
capital and states that it will provide for the purchase of two months’ supply of 
scrap iron and pig iron broken down as follows: 


16,000 tons scrap iron at estimated cost of $45 a ton_________________ $720, 000 
4,000 tons pig iron at estimated cost of $50 a ton 200, 000 


920, 000 


This would leave only $104,660 for the purchase of other materials, for the 
abnormal operating expenses incurred by a new enterprise and for the normal 
expenses which must be paid before applicant begins to receive remittances 
for goods shipped. The undersigned expressed the opinion that considerably 
more working capital would be needed but applicant claims that it will be 
supplied by advance payments from customers of 25 percent or more with orders, 
stating that such advances are customary in the industry. Furthermore, goods 
are shipped sight draft with bill-of-lading attached, so that there should be a 
rapid turn-over of accounts receivable. 

B. Construction and plant facilities —In order to avoid the necessity of using 
critical materials needed in the national defense program, applicant has in- 
spected numerous buildings presently out of use and available for purchase. 
It has located one suitable for its purpose which can be acquired at a com- 
paratively low price. It is located in New York State and is owned by the 
Crucible Steel Company. If the purchase of this property is consummated, 
the building will be dismantled, transported to Hazleton and re-erected on 
applicant’s land. In this way substantially all the structural steel for walls 
and roof trusses and several overhead traveling cranes needed in the proposed 
plant will be obtained. Of course, new concrete foundations must be laid for 
the buildings and for machine placements. The building has a main floor area 
of 139,786 square feet and a balcony floor area of 27,890 square feet or a total 
of 167,676 square feet. Applicant proposes to build two additions, one SO feet 
by 160 feet for use as the charging bay for the melt shop, the other 65 feet by 
7 feet to house the rotary hearth furnace. In the opinion of the undersigned 
this would give applicant sufficient plant space for the production of the contem- 
plated volume of steel and pipe. 

Applicant claims that it has located considerable used equipment on which 
it obtained tentative purchase prices, and has secured reasonable assurance of 
prompt deliveries on substantially all equipment that will be purchased new. 
Applicant thinks it has made a careful estimate of all costs but since it cannot 
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make firm commitments until its financing is assured, it does not have firm 
prices or bids. 

In the opinion of the undersigned it has not allocated sufficient funds to allow 
for contingencies, such as price advances, unforeseen delays, the usual dif- 
ficulties incurred in getting a new plant into satisfactory production, particu- 
larly where large, complicated and untried equipment is involved and where the 
breaking in of inexperienced help is necessary. 


CREDIT RATING 


A Dun & Bradstreet report dated December 14, 1950, states that the subject 
corporation maintains representation at the office of Root, Ballantine, Harlan, 
Bushby & Palmer, attorneys, on the 10th floor of premises 31 Nassau Street, 
New York City. It is still in its formative stages. The names of the officers 
and their personal histories are substantially the same in the Dun & Bradstreet 
report as given in this report under the caption “Comments on Management.” 


BACKGROUND 


Steel.—According to a recent report of Standard & Poor’s Corp., an investment 
service, steel production in 1950 may approximate 97,000,000 ingot tons which 
would be a gain of 24 percent over the year 1949. The output of electric furnace 
steel is estimated to show an increase of about 52 percent. Electric furnace steel 
is relatively more expensive than open heart furnace steel but permits more 
exact control and is now used to produce bulk of high grade alloys. 

Steel prospects through early 1951 are decidedly favorable regardless of war 
or peace developments, military needs virtually guaranteeing near capacity 
production for some time ahead. 

In order that production of its end product will not be interrupted by a scar- 
city of steel, applicant proposes to make its own steel ingots. It claims that the 
Bethlehem Steel Company has promised to supply its pig iron requirements and 
it anticipates that a satisfactory supply of scrap will be obtainable from the area 
in which the plant will be located. 

Pipe-—The proposed end product is seamless steel tubing for use in the oil 
fields but applicant claims that with only slight changes in equipment the follow- 
ing could also be produced: (1) aircraft alloy tubing, (2) tank tread tubing, (3) 
rocket tubing, (4) air frame tubing, (5) recoilless gun tubes, and (6) mortar 
shell casings and mortar tubings. 

Demand.—A report dated September 26, 1950, prepared by the National Petro- 
leum Council on Petroleum Industry Steel Requirements, states that the average 
estimate of the 1951 daily consumption of oil is 7,100,000 which compares with 
4,370,000 barrels in 1941, or an increase cf 62 percent during the ten-year period. 
A continual expansion of facilities, beyond any past levels is therefore necessary. 
If productive capacity is to keep pace with demands, new reserves must be de- 
veloped and the report estimates that oil and gas exploration will require 42,200 
wells in 1950 and 48,400 wells in 1951. 

The report covers all phases of the petroleum industry with respect to its 
demands on steel for tankers, barges, tank cars and trucks as well as for pipe. 
From the statistics submitted, however, it is evident that the industry has been 
experiencing considerable difficulty in filling its pipe requirements. 

An article in the issue of October 26, 1950, of the Oil & Gas Journal reports 
on a meeting of more than 200 Texas independent operators where major in- 
dustry problems were discussed, chief of which was tubular goods supply. To 
eliminate the black market in oil-field pipe, directors of the Texas Independent 
Producers and Royalty Owners Association called on the Government for an 
additional 500,000 tons of steel annually. Six oil men admitted at the meeting 
that they had been paying black market prices for pipe since the outbreak of the 
Korean war. Two others said they could not get pipe at any price. 

Sales distribution.—The principal customers will be the large oil companies. 

Plant facilities.—Based on the data submitted by applicant, it appears that its 
plant will be suitably located and that its facilities will be adequate. 


EFFORTS MADE TO OBTAIN THE REQUESTED LOAN FROM OTHER SOURCES 


Applicant states that credit was refused by Marine Midland Trust Company, 
New York City, Bank of the Manhattan Company, New York City, and Hazleton 
National Bank, Hazleton, Pa., all three banks giving as the reason for their de- 
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cline that applicant is a newly organized corporation with a nominal capitaliza- 
tion and is not a good commercial banking risk. 

Applicant cannot qualify for a loan under section 4 (a) of the RFC Act for 
several reasons, but particularly because of insufficient collateral and the very 
great disproportion between total debt (after loan) and net worth. 


BANK PARTICIPATION 
None. 
EMPLOYMENT 


(a) At present the only employees are the three officers as the corporation was 
only recently formed and operations have not started. 

(b) If loan application is approved, it would result in the employment of about 
100 men in the construction of the plant buildings and the installation of ma- 
chinery and equipment. 

(c) When actual operations begin, it is estimated that about 500 men will be 
employed with plant operating three eight-hour shifts. They will very probably 
be members of the United Steel Workers’ Union. 

Hazleton is in Luzerne County, about 27 miles from Wilkes-Barre. This sec- 
tion has long been designated a critical employment area. Any new industry 
that will give employment to 500 men would have a very favorable effect on the 
economy of the surrounding community. 


COLLATERAL OFFERED 


Mortgage or mortgages constituting first liens on all of applicant’s land, build- 
ings, machinery and equipment now owned and to be acquired out of the proceeds 
of the requested loan. The values are: 


Date ac- Net book Appraised | Liquidating 
quired value value H value 


Teo be acquired: 
Building -__--. ; ; 
Machinery and equipment |} 1951 3, 175, 340 3, 175, 340 3, 175, 340 1, 905, 204 


| 


1950-51 $1,000,000 | 1, 000, 000 | 000, 000 700, 000 


| 
| 

Land now owned ;} 1950 | 0 | $100, 000 $13, 850 $13, 850 
| 


TOO. 2.2... ror ; 4,175,340 | 4, 275, 340 4, 189, 190 2, 619, 054 
! 


APPRAISED BY 


Based on the general location of the land, about two miles south of Hazleton, 
it is the opinion of the undersigned that its market value would not exceed $500 
an acre and accordingly the 27.7 acres are given an appraised and liquidating 
value of $13,850. 

As the building has not been erected, its values can only be based on the gen- 
eral description and floor area furnished by applicant. As the latter’s estimated 
cost figure of $1,000,000 seems conservative for a building with over 175,000 
square feet of floor area, the undersigned gives it an appraised value of $1,000,- 
000 and a liquidating value of $700,000. 

Machinery and equipment likewise can only be given values based on appli- 
cant’s descriptions and estimated cost figures. About 40 percent of the machinery 
and equipment will be used and the rest will be new. Agency Engineer Waugh 
checked with the manufacturers of the more expensive items and received in- 
formation which indicates that applicant’s figures are much too low. He was 
also informed that the market price of these items is rising rapidly. Neverthe- 
less, the undersigned uses applicant’s figure as the appraised value and assigns 
a liquidating value of 60 percent of appraised value. 

These liquidating figures are based on piecemeal liquidation but the going-con- 
cern value should be much greater. 

Applicant states, “The conservative value of this mill as an operating unit 
could be estimated at approximately $18,000,000 on the basis of an annual pro- 
duction of 120,000 tons. Mr. Charles R. Hook, chairman of Armco Steel Corpora- 
tion, estimates that the cost of building an integrated steel plant today is between 
$250 and $300 per ton capacity.” 
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COMMENTS ON COLLATERAL 


Land.—Contains approximately 27.7 acres. and .applicant’s title. includes, the 
mineral rights. It is in an anthracite coal area but it is reported that this par- 
ticular tract has never been mined. It is situated on or close to, Route 29, which 
is the road from Wilkes-Barre to McAdoo in Hazle Township, Luzerne County, 
Pa., on the outskirts of Hazleton and adjacent to the Lehigh Valley Railroad. 
The land was donated to applicant by the Hazleton Industrial Fund but appli- 
cant has given it a book value of $100,000, which it claims is based on opinions 
of the president of the Hazleton National Bank and other prominent local citizens 
and on sales of other industrial sites in that vicinity. 

Building.—The building which applicant is considering purchasing is owned 
by Crucible Steel Corp. and is located somewhere in New York State. It has 
been written down on the owner’s books to $317,000 and applicant is hopeful of 
purchasing it at that price. This would leave $683,000 of loan proceeds to cover 
the cost of dismantling, transporting, and re-erecting the building and the pro- 
posed additions (applicant allocates $1,000,000 of loan proceeds for building). 
The building is 650 feet long, 250 feet wide, and has a height from floor to 
roof trusses of 42.6 feet. It has a floor area of 139,786 square feet on the 
main floor and 27,890 square feet on the balcony. The proposed additions will 
be 80 feet by 160 feet and 65 feet by 75 feet. 


Machinery and equipment 





Applicant’s 
estimated 
cost 


Description Proposed source 








Local fabrication. _.- $28, 000 


Scrap yard 
2M.N.1 
6 Charging boxes. ._. 
Electrodes (48,000 daietaisaand 

4 Ladles_ 5 

80 Ingot molds. 

Refractories 

Mold conditioning equipment- 
a shop accessories, etc 

3 Soaking pits- 

1 Ingot stripper. 

1 Crane adjustment. . 

1 Blooming mill and tables 

1 Cut-off equipment 


rT. ele ctric furnaces.._..____. 





Pittsburgh Lectromelt Furnace Co__- 
Local fabrication 

National Carbon Co__-__..-. 

Whiting Corp... -- 

Vulean Mold & Iron_. 


| Harbison-Walker Co_____-- 
| Local fabrication. _- 


Whiting Corp - es 
Salem Engineering Co_.- a 
The Guide Co ag 

Pauling & Harmisehfeger n 


= Rotary Electric Steel Co_- 


The Guide Co. 


318, 120 
20, 000 
8, 000 
20, 000 
38, 000 
5, 000 
25, 000 
20, 000 
275, 000 
25, 000 
40, 000 
140, 000 
25, 000 


The Guide Co P 
Salem Engineering Co____- 
The L. W. Nash Co__- 
The L. W. Nash Co 
The Guide Co-_ ES 
Republic Steel C orp. yr 
The Medart Co- 
The Staments Co-__- 
The Staments Co... 
The Guide Co . 
Fairbanks-Morse Co... 25, 000 
_.| Miscellaneous. - ae E india’ 80, 000 
| Local fabrication f 348, 570 
| Various machine tool manufacturers... 120, 000 


Accessory tables, ete_.....-.---- 

1 Rotary hearth furnace 

1 Piercing mill " 

1 Assel mill, reconditioned ae 

1 Mandrel handling equipment 

30 Mandrels. -- et roe 

1 Straightener - _- 

1 Threading and machining ae 

1 Testing and inspection__.-.......----- 

Handling equipment. -- 2, 

Scales and shipping facilities_____-- 

1 Upsetting equipment -- 

1 Reducing mill equipment and accessories 

Lot— Miscellaneous machine tools, lathes, mille rs, 
grinders, drill presses, planers, "shi apers, 
boring mills, ete. | 

Power generating and distributing equip- | 
ment. 

Lot—Other equipment: Trucks, diesel locomo- 
tives, trackage, dollies and other interior | 
transportation. 

Furnace electrical controls 

Installation costs_--.------- 


62, 000 
150, 000 
125, 000 
300, 000 

25, 000 

30, 000 

50, 000 

80, 000 

60, 000 

20, 000 


General Electric Co. or Westinghouse. 200, 000 


Various manufacturers_.............-- 210, 340 


90, 000 
212, 310 


Leeds & Northrop... -- 


Total 3, 176, 340 











Because of the circumstances, namely that the undersigned has nothing on 
which to base values but the list and applicant’s estimate of costs, no attempt 
was made to assign appraisal or liquidating values to the individual items, 


GUARANTIES 


None. The three principals are not willing to guarantee the loan. This is 
understandable in view of their only nominal investment as compared with the 
size of the loan. 
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BALANCE SHEET 


Applicant’s balance sheet as of November 22, 1950, and a pro forma statement 
are as follows: 





} ‘ 
| Nov. 22,1950| Debit | Credit | Proforma 





| 

| } 
$104, 660 | | $105, 260 
8 ee ee 920, 000 


ASSETS 
1: $600 
2. 0 








Tienes Current aanete... 2 sce c secs () RRS Ee OO Cee 1, 025, 260 








: OR CE ies Sect Seals heb winase 100, 000 
i RRB sain nncssnensees 5 ecena brace atoms al 0 1,000, 000 j.-...-- Gey, 1, 000, 000 
. Machinery and equipment 0 3, 175,340 |....- ed 3, 175, 340 





TE BONEN io sos oak crc demowen 100, 000 ? 4, 275, 340 
3. Development costs | 8, 000 0 








Total assets 108, 600 |- 


_ 


LIABILITIES | 
RFC—payable within 1 year________._______] 
. Due officers—accrued salaries... __- 














Total current liabilities...............-- } 
.. RFC—due after 1 year kasd 5, 200, 000 | 








Common stock 

















Appraisal surplus 
I i ae eee See 





Total capital account 101, 100 | 87, 600 


Total liabilities and net worth _._____- : 108, 600 | 2 5, 213, 500 | 5, 300 600 
| i 





CONTINGENT LIABILITIES 


None stated by applicant but it would be liable for whatever amount the actual 
cost of the plant and equipment exceeds applicant’s estimated costs. In the 
opinion of the undersigned, this excess amount might be quite substantial, 
possibly as much as $1,000,000 








! 


| Before loan | After loan 





Working capital: | 
Current assets $600 | $1, 025, 260 
SPUD SMR ss os Sec ccncsicncccnccucss scucued 7, 500 13, 000 


Working capital j 6,900 R | 1, 012, 260 


Financial ratios: | | Percent 
Fixed assets to net worth 4, 800. 5 
Total debt to net worth ; 5, 950. 9 





COMMENTS ON BALANCE SHEET ITEMS 


1. Cash.—In the pro forma cash balance is increased $104,660 out of proceeds 
of the loan. 

2. Inventory.—In the pro forma inventory is shown as having a book value of 
$920,000. This. is based on applicant's allocation of that amount of the loan 
proceeds for the purchase of a two months’ supply of pig iron and scrap consist- 
ing of 4,000 tons of pig iron at $50 a ton, total $200,000, and 16,009 tons of scrap 
iron at $45 a ton, total $720,000. 

3. Land.—This is the site of the proposed plant. It is said to contain 27. 
acres and was given to applicant by the Hazleton Industrial Fund. Applicant 
gives it a book value of $100,000. 

4. Building —This is carried on the pro forma at $1,060,000 which is the 
amount applicant allocates for investment in building. As yet this amount is 


83530—51——8 


7 
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only an estimate as applicant is not sure of what building it will acquire or 
how much it will cost to dismantle, transport to Hazleton, Pa., and reerect there. 
Applicant has inspected an available building, now located in New York State 
but until it is in a financial position to negotiate its purchase there is no guar- 
anty that that building will remain available. 

5. Machinery and equipment.—The pro forma shows this asset at a book value 
of $3,175,340, which is the amount applicant allocates for its purchase and in- 
stallation. However, the figures are estimated and are said to be based on 
prices quoted by manufacturers (where new equipment is to be purchased) and 
by present owners (where used equipment is to be purchased). See the detailed 
list under “Comments on Collateral.” There is no guaranty that the previously 
quoted prices will still prevail when applicant is ready to place firm orders or 
that the equipment will be available. 

6. Developments.—This is an intangible asset and accordingly is eliminated in 
the pro forma. 

7. Due officers —Application states that no salaries have been paid as yet but 
that salaries of officers have been accrued from October 1, 1950, at the aggregate 
rate of $90,000 a year. On that basis the accrual as of November 22, 1950 (date 
of balance sheet), would be $13,000 and, accordingly, the amount shown in the 
pro forma is increased $5,500 over the amount shown in the November 22, 1950, 
balance sheet. 

8. RFC loan.—The pro forma shows the RFC loan outstanding in the amount 
of $5,200,000, all of which is shown as a noncurrent liability because no repay- 
ment on account of principal is contemplated prior to March 15, 1952. The pro- 
ceeds of the loans are distributed in the pro forma as follows: 


Pee £0 CON Rs ois i eset ear ee _... $104, 660 
Parchase or inventory... 920, 000 
LE ES ARES cee ay -<- SCALE ieaas hae ene eee 
Machinery and equipment—_ 5 : 3, 175, 340 


OUR sists onan e 0 eae bce a eo 
9. Capital stock.— 


Capital stock outstanding consists of 600 shares of common stock with 
par value of $18 shore. 3. oc a bs Rena en Ge Be e) 
Surplus is shown by applicant as $100,500 which is made up of applicant 

giving the land, which was acquired at no cost, a book value of________ 100, 000 
And the difference between the book value of development costs, namely, 
$8,000 and the accrued salaries of officers shown as $7,500 


$600 


Total net worth as shown on balance sheet of Nov. 22, 1950___ _ 101, 100 
Less adjustments: 
Elimination of development costs as an asset______._______$8, 000 
Increase in accrued salaries of officers__ ae 1 SS 
—— 13,500 


Net worth in pro forma statement__ ae : nak Se ee 
GENERAL COMMENTS ON FINANCIAL CONDITION 


The invested capital is only $600 and even if the appraisal value given to the 
land, namely $100,000, is allowed to remain, there is still a ridiculous disparity 
between debt and net worth, which makes it extremely doubtful that applicant 
will be able to survive even under exceptionally favorable conditions. 

Working capital appears satisfactory but only because no part of the re- 
quested loan is shown as a current liability. It must be pointed out that even 
if applicant can get the plant in operation by August 1951, which the under- 
signed considers improbable, it will have no income prior to that date, while the 
present cash balance will be depleted through the payment of many expenses 
which are bound to arise. Salaries of officers will total $90,000 by September 30, 
1951, and applicant plans to place several of its key men on the payroll, at 
Salaries ranging from $7,500 to $15,000 a year, several months before the plant 
gets into operation. By the time operations start, the first three principal pay- 
ments on the loan totaling $675,000 and accrued interest of over $100,000 will 
become current liabilities. This would reduce working capital to about $200,000 
which would certainly be inadequate to conduct a business with sales of over 
$16,000,000 a year. 
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Furthermore, it is the opinion of Mr. Waugh, the Agency engineer and the 
undersigned, that the cost of the completed plant will exceed applicant’s estimates 
py at least a million dollars and that for several months a‘ter it is completed 
the plant will operate at a loss while the usual mechanical and operational adjust- 
ments are being made. ‘ 

EARNINGS 


Not applicable as applicant corporation was only recently formed and has not 
yet operated. 
ANALYSIS OF SURPLUS 
Not applicable. 
FUTURE PROSPECTS AND REPAY MENT ABILITY 


Applicant estimates profits at $2,400,000 annually on the basis of sales of 120,- 
000 tons of Seamless steel tubing with profits of $20 a ton. 

It has been issued a Certificate of Necessity pursuant to section 124 (a) of 
the Internal Revenue Code which will permit it to depreciate its plant and equip- 
ment (cost value $4,275,340) at the rate of $855,068. This amount, together 
with an additional $144,932 from profits after taxes, would cover the principal 
payments of $1,000,000 a year on the requested loan. 

Applicant figures its costs as follows: 

Steel ingots—based on average price of $40 a ton for scrap—per ton______ $56. 00 
Blooming costs for tube rounds or billets, per ton - ns piegeea be icdoacoetes 5 oR 
Rolling billets to tubing and finishing, per ton Seis ae pe ok eo) 


Total cost of seamless tubing, ready for shipping_-_______-___-_-__ 96.00 
Anticipated selling price, per ton__- AES Se a, 


Estimated gross margin of profit, per ton i sie Glee: ili du tnsbitdee | a 


In order to reach applicant’s estimated annual production of finished pipe, 
the plant would have to operate at 100 percent of rated capacity, 24 hours a day 
and 25 days a month. The undersigned does not believe such a rate of produe- 
tion can be attained even after the mill has become thoroughly seasoned and 
unquestionably, it cannot be reached for several months after operations first 
start. The experience of others in connection with installations of this type 
is that numerous adjustments to machinery and equipment are necessary before 
the entire plant will work smoothly as a unit and approximate its theoretical 
capacity production. 

Applicant plans to concentrate on the production of oil field pipe and tubing, 
principally 5% inch diameter size because it claims the demand for that size 
has for years exceeded the supply. 

Attached to the application are photostats of letters received from several large 
oil companies which indicate that these companies are interested in applicant 
allotting them a substantial tonnage per month of pipe at a price of $15 to $20 
a ton (because rolled from electric furnace steel) over the price prevailing at 
time of shipment on regular mill pipe such as furnished by National Tube Com- 
pany or Youngstown Sheet and Tube Company of the same size and specifications. 
Pipe to comply with API specifications. 

While these letters are not firm orders, they do indicate a potential market for 
a large percentage of applicant’s anticipated production. 

The companies from whom such letters were received and the monthly allot- 
ments requested, ure as follows: 


Allotment tonnage requested 
Tons 
Sinclair Refining Company 1, 000 
Shell Oil Company F 200-1, 500 
Cities Service Oil Company ; 800-1, 000 
Humble Oil & Refining Compan) 3 1, 200-1, 500 
Stanolind Oil and Gas Company 3 os _ 800-1, 000 


ACCOUNTS AND AUDITS 


Not applicable at this time but it is anticipated that in due time an adequate 
system of bookkeeping and record keeping will be established. Applicant plans 
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to employ a Wharton School graduate who is a certified public accountant, on 
a full time basis as comptroller. 


Management 





Annual Outside | 
compen- ne 
sation worth 


Insurance 

carried for 
benefit of 
applicant 





a ey | . 
Benjamin S. Dowd__-| 55 | President and treasurer $40, 000 d $1 
Martin G. Charles ---| 57 | Vice president and secretary.} 25, 000 
James H. Hopkins... -_| 48 | Vice president | 25,000 


00, None 
80, None 
80, None 

















Directors.—The officers. 





Preferred Common 





Total shares: 
Authorized | } 1,000 | $1.00 share. 
None | 600 





COMMENTS ON MANAGEMENT 


Benjamin S. Dowd was born at Hyde Park, Mass., on February 18, 1895. He 
is married, has seven children and maintains two residences, one at 12 Canter- 
bury Road, Rockville Centre, Long Island, and the other on Thornhedge Road, 
Bellport, Long Island. 

He graduated from Yale College in 1918 and from Fordham Law School in 
1923. He was an officer in Field Artillery, U. S. Regular Army, June 1917, re- 
signed as Captain, March 1921. He was in the investment banking business 
from 1923 to 1939, during part of which period he was a partner of Gruntel & Co., 
15 Broad Street, New York City. He was Vice President of Vulean Iron Works, 
Wilkes-Barre, Pa., from 1941 to 1945, and President from 1946 to June 1950. He 
was President of Wilkes-Barre Carriage Works, Wilkes-Barre, Pa., from 1941 
to 1945, and of West Pittston Iron Works, West Pittston, Pa., during the same 
period. For a period of 10 months in 1940-1941 he was President of Empire 
Ordnance Corporation and continued as a Director until 1948. Is presently a 
Vice President and Director of American Steel of Cuba and a Director of Penn- 
sylvania Manufacturers Association. 

The foregoing history is substantially a copy of the personal history of Mr. 
Dowd which is attached to the subject application. An individual report was 
ordered from Dun & Bradstreet but has not been received. However, the Dun & 
Bradstreet report of December 14, 1950, on applicant corporation contains a 
history of Mr. Dowd which is almost the same, word for word. The Dun & 
Bradstreet investigator obtained the information for the report from Applicant’s 
attorneys in New York City and apparently was shown copies of the personal 
history of each of the officers as submitted with the loan application. 

A Dun & Bradstreet report dated January 16, 1948, on Vulean Iron Works, 
Wilkes-Barre, Pa. (Agency application No. LBE—2069), gives the personal history 
of Frank Cohen, a native of New York City, and lists a great many corporations 
with which he was connected and in which, in most cases, he was the dominating 
figure. A great many of those corporations had unfavorable financial records, 
ending in bankruptcy or receivérship. The reason for referring to Cohen in 
this report is that Banjamin S. Dowd has been an officer and/or director in 
several of the corporations owned or controlled by Frank Cohen and his asso- 
ciates. A few of these were: 

Empire Ordnance Corporation, President-Director 
Ordnance Instrument Corporation, Officer 
Radiant Heater Corporation, President-Director 
Wilkes-Barre Carriage Works, President 

West Pittston Iron Works, President 

Vulcan Iron Works, President-Director 

American Steel of Cuba, President-Director 
Pennsylvania Manufacturers Association, Director 
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Mr. Dowd states that at present his only business interests outside of Applicant 
are aS President and Director of American Steel of Cuba and as Director of 
Pennsylvania Manufacturers Association and that his activity therein is confined 
to attending directors’ meetings. 

Martin G. Charles was born in Brooklyn, N. Y., in 1893, is married, has three 
children and resides at 41 Meade Avenue, Babylon, Long Island, N. Y. He studied 
Civil Engineering at Princeton University, and was a First Lieutenant in the 
U.S. Army during World War I. He was in the employ of P. J’. Charles Engineer- 
ing Corp. from 1919 to 1932 and from 1924 was Sales Manager and was associated 
with power plant construction and maintenance power generation and hydraulic 
engineering, machine shop, forge, and foundry practice. 

From 1982 to 1940 he was Vice President of Metropolitan Air Conditioning Co., 
representing General Electric Co. and Westinghouse Electric & Mfg. Co. succes- 
sively in metropolitan New York. From 1940 to 1944 he was with Grumann 
Aircraft Engineering Corp., Beth Page, Long Island, as Chief Procurement Repre- 
sentative, Washington, D. C., with U. S. Navy and W. P. B. and at Dayton, 
Ohio, with the Aircraft Scheduling Unit. Was employed by Continental Forge 
& Steel Corp., Brooklyn, N. Y., from 1944 to 1946 and was Vice President of Oil 
Field Supply Corp., New York, N. Y., from 1946 to 1950. 

A Dun & Bradstreet individual report dated December 14, 1950, on Martin G. 
Charles states that he has resided at the address given above, with his wife and 
three children since 1946. Previously resided at 200 Little E. Neck Road, Babylon. 
On December 12 the Dun & Bradstreet investigator talked to Mrs. Charles in the 
absence of Mr. Charles and was told that the home is valued at $30,000 and is 
held free and clear of mortgage. She stated that Mr. Charles also owns: a 
three-story, seven family house at 214 Little E. Neck Road, Babylon, Long Island 
with market value of $35,000, subject to a mortgage of $17,000 with monthly 
rental income of $500; a property on Meade Avenue, Babylon, Long Island, 
valued at $10,000 held free and clear with monthly rental income of $75.00; 
two lots in Babylon valued at $6,000 held free and clear; and a 1941 Plymouth 
automobile. 

The report states he is a graduate of Princeton University, class of 1919, he 
was a partner with his brother in a steel tubing business at I’orty-second Street, 
New York City from 1945 to 1949 and he is now Secretary and Treasurer of 
Hazleton Steel & Tubing Corporation, with which company he has been connected 
since May 1950. (According to loan application, Charles is Vice President and 
Secretary of Applicant Corporation. ) 

James H. Hopkins was born at Alliance, Ohio in 1902, is married, has two 
children and resides on South Park Avenue, Alliance, Ohio. He graduated from 
Massachusetts Institute of Technology in 1927 as a Mechanical Engineer. 

He furnishes a record of his technical experience as follows: 

In the capacity of Engineer and Operator from 1930 to date, has supervised 
and participated in the operation of many steel and allied plants, a few of which 
follow: 

1. The engineering, sale and development of the Assel tube method of making 
closed and ordnance projectiles. 

2. Engaged in the engineering and development of the Fretz-Moon tube plants 
at the following companies: 

Page-Hersey Tube Co., Welland, Ontario 

Bethlehem Steel Co., Sparrows Point, Md. 

Youngstown Sheet & Tube Co., Youngstown, Ohio, and Indiana Harbor, Ind. 
Republic Steel Corp., Youngstown, Ohio. 

Wheeling Steel Corp., Wheeling, W. Va. 

3. Engineered furnace and billet handling equipment for seamless mills at 
the National Tube Co., Pittsburgh, Pa., Timken Steel & Tube Co., Canton and 
Wooster, Ohio. 

4. Served on Metallurgy Advisory Board for Ordnance in World War II. 

5. Consulted on and engineered ordnance and steel making plants in the last 
ten years, a few of which follow: 

Empire Ordnance Corp., Philadelphia, Pa. 
Sorell Industries, Ltd., Sorell, Quebec, Canada 
Atlas Steels, Ltd., Welland, Ontario 
Adirondack Steel Foundries, Watervliet, N. Y. 
Hinderleiter Tool Co., Tulsa, Okla. 
Babcock-Wilcox Steel Co., Beaver Falls, Pa. 
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Albion Malleable Iron Co., Albion, Mich. 
Cameron Iron Works, Houston, Texas 

Texas Electric Steel Casting Co., Houston, Texas 
Washington Steel Corporation, Washington, Pa. 

6. Current work involves the Washington Steel Corporation, Salem Engineer- 
ing Co., Hazleton Steel Corporation and other minor companies. 

In response to a request for an individual report on James H. Hopkins, we have 
received a Dun & Bradstreet report dated December 15, 1950, on James H. Hop- 
kins Co., Alliance, Ohio. The report states that James H. Hopkins is the sole 
owner of James H. Hopkins Co. which is engaged in industrial engineering and 
designing. His income from the business is estimated as approximately $10,000. 
He has a good reputation and is reportedly living within his income. Local sup- 
pliers report him as being prompt in the retirement of obligations. 

An estimated statement of January 24, 1950, submitted verbally by the owner’s 
associates and other local sources consulted, shows: 

Assets : 
: $20, 000 
PROS COUR < ose ee ee oe a hei mbit ae ete iod acc 3)? Gy OO 
Furniture and fixtures 6, 000 


co Rn Reo Fe Diag ao NER Mn aL One eae! ee Mae: ESET Me Vee eM Eo ee 34, 000 


I iN ee et ls eeehtia ; None 
Net worth 2 _ 84,000 


GENERAL COMMENTS 


Applicant is a newly formed corporation that proposes to erect and equip a 
plant for the manufacture of steel and oil field pipe and tubing. Although, ac- 
cording to applicant’s own estimates, the plant will cost over $4,000,000 and over 
$1,000,000 will be needed for working capital. There will be no equity capital 
invested in the venture. Needless to say, it would be impossible for the principals 
to obtain 100 percent financing through any normal lending channel. Even if, 
because of national defense requirements, the requested loan should be granted, 
in the opinion of the undersigned, the prospects for applicant surviving under such 
a capital structure are very poor. 

The principals, according to their personal histories, have been associated in 
various capacities with several steel and/or pipe companies but there is no satis- 
factory evidence that they have experience in the general management of such 
companies. 

Applicant plans to acquire and install two Assel type mills and either use one 
as a piercing mill and one for rolling pipe or use both for rolling pipe. The patent 
rights for the Assc! mill is owned by the Timken Roller Bearing Co. To date they 
have licensed only one other company to use this mill, namely the National Tube 
Company. The latter Company installed one of these machines in its plant at 
Gary, Indiana, about a year ago but it advises our engineer that they have only 
operated it a few hours and that their experience with it for the making of pipe 
has been very unsatisfactory. Our engineer also visited the plant of The Timken 
Steel & Tube Co., subsidiary of The Timken Roller Bearing Co., at Wooster, 
Ohio, where he inspected and discussed the Asse] mill with Mr. Assel, their Chief 
Engineer, and the inventor of the machine. Mr. Assel states this mill was not 
developed for the primary purpose of making pipe and is not so used by Timken 
as it has only limited value for the manufacture of pipe. 

A complete report by Mr. Waugh, Agency engineer, is appended to this report. 

3ased on information obtained in the preparation of this report, the undey- 
signed is convinced that establishment of the proposed plant will cost con- 
siderably more than applicant has estimated and that after operations start 
it may take a year or more before applicant has perfected its processes for 
making both steel and tubing that will meet specifications. As applicant is 
wholly dependent on borrowed funds, if this original request for a loan of 
$5,200,000 is approved, it will unquestionably be forced to come back for an 
additional loan, and even then it apparently will have installed machinery and 
equipment that is not practical for manufacturing seamless tubing on a compe 
titive basis. 
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RECOM MENDATION 


Agency examiner recommends that the request for a loan of $5,200,000 under 
section 302 of the Defense Production Act of 1950 be declined for the following 
reasons : 

1. The loan would not accomplish the purposes for which it is intended because 
according to our investigation and analysis, (a) the actual cost of the building, 
machinery and equipment ,in our opinion, will exceed applicant’s estimate thereof 
by approximately $1,000,000 (b) applicant has not provided sufficient working 
capital to meet the abnormal operating costs which will surely prevail while 
the new facilities are being adjusted and new help is being trained, and (¢) 
applicant shows no source from which to obtain such additional funds as may 
be needed. 

2. Applicant’s estimate of net profits appears high as compared with earnings 
of ‘other large and well established steel and tube companies, making it doubtful 
that the loan could be repaid in accordance with its terms. 

3. The three principals who will also comprise the active management haye 
only a nominal investment in applicant corporation. 

Harry J. McGowan, Loan Examiner. 


SUGGESTED LOAN CONDITIONS 


Should the requested loan be approved, it is recommended that the same be 
authorized to be disbursed pursuant to authority contained in section 302 
of the Defense Production Act of 1950, upon compliance with the requirements 
and definitions contained in— 

(a) The regulations of NSRB, and 

(b) RFC Closing Schedule LBE-2, as modified by the aforementioned Reg- 
ulations of NSRB and to the extent deemed appropriate by Agency Manager, 
using the following forms: 

(1) Note on RFC Form 381. 

(2) Loan Agreement on RFC Fortin 297 inserting the figure $10,000 as 
governing annual rate of compensation. 

and on the following terms and conditions: 

1. Amount.—$5,200,000. 

2. Interest.—Interest at the rate of 5 percent per annum, the first payment to 
be made December 15, 1951, and subsequent payments to be made quarterly 
there ifter. 

Principal payable.—(a) Principal payments to be made as follows: 


On March a 952 ; ba. Sons nine mains SOO; GOO 
On June 15, 1952 sed Sa 250, 000 

: peta DL ae 325, 000 
On Decesnber 15 1 a. 3 * é 395, 000 
And thereafter quarterly payments i, SS paerlh # iS 250, 000 


(b) Loan to mature December 15, 1956. 

4. Collateral—Mortgage constituting a first lien on land, buildings, ma- 
chinery and equipment comprising applicant’s plant now owned and to be ac- 
quired all as described in this report under ‘‘Comments on Collateral.” 

(b) After Acquired Property Agreement. 

5. Use of proceeds.—For the acquisition and erection of the building referred 
to in condition No. 4 hereof, approximately $1,000,000. 

(b) For the acquisition and installation of the machinery and equipment 
referred to in Condition No. 4 hereof, approximately $3,175,340. 

(c) Balance of loan proceeds for working capital. 

6. Compensation.—Loan Agreement to limit the annual salary of officers as 
follows: 





Name Title | Compensa- 
: | tion 





Benjamin 8. Dowd__--- dibs ..| President and treasurer $40, 000 
Martin G. Charles... -- stad = Vice president and secretary - - 5, 000 
James H. Hopkins 4 ; --| Vice president. _-...-- : 25 , 000 





7. Statements.—Written Agreement of Borrower that, at its own expense and 
until the loan is fully repaid, Borrower will keep proper books of account and 
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will submit, in duplicate, such periodic reports of its financial condition and 
operations as the RFC may require, and will cause all such audits and appraisals 
to be made as the RFC may prescribe. Until advised by the RFC of any change 
in its requirements, Borrower will submit to the RFC, within 30 days after the 
end of each quarterly period, Balance Sheets and Operating Statements as of 
the end of such period, prepared from Borrower's books and verified in Borrow- 
er’s name by an authorized official of Borrower, and within 60 days after the 
close of each fiscal year, Borrower will submit a comprehensive report of an 
audit of Borrower’s books, accounts, and records made by an independent certi- 
fied public accountant, such public accountant and the scope of the audit to be 
satisfactory to RFC. 

8. Management agreement. 

9. Title insurance.—Prior to the first disbursement there shall be furnished: 
A written Agreement of a title insurance company satisfactory to Agency Man- 
ager to issue its policy of title insurance, insuring the interest of RFC as first 
mortgagee of a good and marketable title in the full amount of the first disburse- 
ment, such policy to contain only such exceptions and objections as Agency 
Manager and Agency Office Counsel are willing to permit but to contain no ex- 
ceptions by reason of mechanics’ or materialmen’s liens, filed or unfiled, and prior 
to each subsequent disbursement the Agreement shall be extended to cover the 
same on the same conditions. 

10. Disbursement—The Loan shall be disbursed on the budget plan upon de- 
termination of Agency Manager of need for the same, it being now contemplated, 
however, that disbursements will be made as follows: 

(a) A first disbursement of $2,000,000 upon the hypothetication of presently 
owned land and compliance with all other pertinent conditions hereof. 

(b) A second disbursement of $2,000,000 on or about March 31, 1951. 

(c) A final disbursement of $1,200,000 on or about May 31, 1951, provided that 
the building referred to in condition No. 4 hereof is substantially completed and 
further provided that before the second and subsequent disbursements are made, 
Applicant shall account to the satisfaction of Agency Manager for the amounts 
previously disbursed. 

Harry J. McGowan, Loan Examiner. 


PHILADELPHIA LOAN AGENCY 
HAZLETON STEEL AND TUBING CORPORATION 
HAZLETON, PENNA. 
LAC-1 DECEMBER 20, 1950. 
ENGINEERING REPORT ON APPLICATION FOR STEEL MILL 


I. Purpose 
The purpose of this present report will be to give an engineering opinion on the 
following matters: 
1. Adequacy of the costs in the estimates in the Application. 
2. Adequacy of the Working Capital. 
3. Adequacy of the Asse] Mill which is the key machine in the process. 
4. Estimate of production of the plant. 
5. Estimate of operating costs. 
II. Description of process 
This plant is desired to produce oil well tubing, 514’’ outside diameter and 
17 pounds to the foot. The applicant states that other sizes of pipe could be 
made but the applicant believes that it can obtain a market for the full pro- 
duction of the plant from this one size of pipe alone. The applicant has letters 
from a half dozen oil companies which indicate that this might be correct. It 
would, of course, be cheaper to have to make only one size of pipe and one grade. 
There are 2 or 3 unusual features about this plan. The first is that the 
melting is done by 2 30-ton electric furnaces. Most steel mills use open-hearth 
furnaces which are cheaper to operate. Generally speaking, however, electric 
furnaces produce a better grade of steel. The applicant thinks that it will be 
possible on account of electric furnace grade of steel to collect $15 to $20 a ton 
premium over the usual oil well piping. The letters mentioned, seem to show 
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that this might be true, although the final test would be in the placing of firm 
orders. 

The aypicant states that the electric furnaces will be charged with 80% 
scrap and 20% pig. The ingots (16’’ diameter x 62’’ long) which come from 
the electric furnaces, will be taken to 3 13’ diameter soaking pits where the 
temperature will be maintained until the blooming mill is ready to handle 
them. In this way heat will be retained and not lost. The blooming mill is a 
30’ machine and will bloom the ingots down to about 8’’ x 8’’ square, in- 
creasing the length, of course. 

The blooms will be taken to a rotary hearth furnace where they will be kept 
warm until the Assel mill is ready to take them. The blooms will be pierced 
and then rolled out to the proper sized diameter pipe. 

After the pipes are made, they will lie on a cooling bed and then will be 
carried to another bed where they will be chamfered and threaded. In the 
succeeding step, the pipes are inspected and couplings placed on them. There 
is a coupling on one end and a thread protector on the other. The next step 
brings hydraulic testing and then stenciling. After this the pipe is piled in 
storage to await shipment on cars. 

The above, then, is a brief outline of the manufacturing process as submitted 
by the applicant, and as appears on the applicant’s drawings. 


IT. The Assel mill 

Since this mill is comparatively unknown in the pipe making industry and 
since the success of this plant depends on it, it was thought advisable for the 
writer to see.one of these mills in operation. He, therefore, visited the Na- 
tional Tube Plant in Gary, Indiana, and the Timken Roller Bearing Plants in 
Wooster, Ohio, and Canton, Ohio. 

At the Gary plant the writer talked to Mr. L. J. Mason, Vice President, and 
Mr. J. M. Jaycox, Chief Engineer. There is an Assel mill there. It has been 
installed.for one year but has rarely been. used. The reason given was that the 
Assel mill is not good for sizes over 4’’ nor is it good for thin-walled tubing, 
under 3’’ approximately. Another disadvantage of the Assel mill that would 
apply to oil well tubing, is that it could not make the long lengths (28’ to 32’) 
used in the oil fields. Mr. Jaycox stated that the Assel mill could not manufac- 
ture 54%4'’ O. D. oil well casing. 

The plant at Gary makes seamless tubing and also electric welded tubing in 
sizes from %4’’ to 8%’’ O. D. The stock is purchased from the outside in 
round bars. The sizes run from about 5 ft. long x 5’’ diameter down to much 
smaller sizes. They do no melting at this plant. They do not make threaded 
pipe. Oil well tubing has to be threaded. Mr. Jaycox furthermore stated and 
emphasized that the “breaking in period” of a seamless tube mill was a minimum 
of 18 months according to his experience. 

Next the writer visited the Timken Steel and Tube Division of the Timken 
Roller Bearing Co. at Wooster, Ohio. Mr. W. J. Assel is Chief Engineer and the 
inventor of the Assel mill. There is one Assel mill operating in the plant at 
Wooster. The only other Assel mill in this country is in the plant at Gary and 
mentioned previously. It is strange that only one steel company in the U. S. 
outside of the licensor company has one of these machines, even though this 
machine was patented in 1936. This indicates that the machine is only good 
for producing a certain type of tubing such as small diameter, thick wall tubing 
which is useful where a fabricator does not want to bore out the centre of a 
round piece of steel. This has a particular application to roller bearings, hollow 
shafting, gears, tank treads, ete. Mr. Assel, the inventor, gave the writer this in- 
formation just mentioned. 

The plant at Wooster was operating. They have a large rotary furnace to 
heat the bars. The heated bars are pierced by a Mannesmann piercer and then 
run through the Assel mill. The maximum diameter tubing made here is 3%.»’’ 
and the minimum 15%’’. The maximum production of this plant ever attained 
was 5,200 tons per month with three shifts working 6 days per week. Mr. Assel 
confirmed the writer’s prior impression that the Assel mill was not suitable for 
wk oil well tubing. He said the mill just could not compete for that type of 
work. 

The writer next visited the Timken plant at Canton, Ohio, since he was right 
there. This plant makes seamless tubing of all sizes up to 1014’’. It uses only 
alloy steel. This plant also makes the same kind of tubing as the Wooster plant 
does in addition to its other sizes. It is peculiar that this plant does not use 
Assel mills to make the small sizes if the Assel mill is cheaper or better. The 
plant is owned by the same company as the Wooster plant and could use Assel 





116 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


mills if it wanted to. However, the plant makes this tubing in the conventional 
manner. 

The plant at Canton has 6 electric furnaces and 3 open-hearth furnaces, 
They consider the electric furnaces all right for producing ingots to be used in 
seamless tubing. 

IV. The electric furnaces 

The 2 electric furnaces are rated at 30 tons each. The applicant figures on 
getting 8 charges per day out of each furnace which would give a production 
of 480 tons per day. The applicant needs a production of 500 tons per day in 
order to reach a yearly production of 120,000 tons. In steel plants upon which we 
already have loans, they are not getting over 6 charges per day. Presumably, 
those steel companies are getting all out of their furnaces possible. The writer 
contacted the manufacturer of these same furnaces that the applicant proposés to 
buy, and the manufacturer recommended only 6 charges per day. It, therefore, 
seems that the capacity of the furnaces is not 500 tons per day but around 360 
tons. Figuring this out on a yearly basis would give a production of 72,000 tons 
instead of 120,000. 


V. Bar mill 

In the description of the process, mentioned previously, in Section II, and also 
as shown on the applicant’s drawing A-2181, the blooms pass directly from the 
blooming mill to the rotary hearth furnace and then to the Assel mills. There 
is not intermediate step such as a bar mill to roll the blooms into round billets. 
Assel mills can only operate with round billits in the neighborhood of 5 inches in 
diameter or less, and about 5 feet long. Furthermore, the list of equipment sub- 
mitted by the applicant does not include a bar mill. Therefore, if the Assel mills 
were practicable for the type of production desired, it would be necessary to add 
one bar mill to the plant. This might cost three or four hundred thousand dollars 
installed, together with its tables, motor, controls, etc. 


VI. Land 

The land consists of 27.9 acres plus 6% to 7 acres.additional that could be 
acquired at a later date. This land has been deeded free of cost to the applicant 
by the Hazleton Industrial Fund. 

The location is 1144 miles south of the city of Hazleton, off Highway No. 29. 
It is in Hazle Township, Luzerne County. The land, therefore, has cost nothing 
but does have considerable value. 

There are no coal mine workings under the property. ‘There is, however, 
probably coal, although the depth is not known. The applicant states that it has 
all mineral rights in the deed. 


VII. Comments on estimate 
The funds applied for in this application are as follows: 


suilding $1, 000, 000 
ce RIE AD Sa BG ECS RE INES ORAL UN ok ds UD coe eth Steer pat 2, 963, 030 
Installation 212, 310 
WOR EIIE CHIC es a ea te hue SSA EA te 1, 024, 660 


Total 5, 200, 000 


The cost of the building is very uncertain at the present time. The applicant 
has lined up a second-hand building up in New York State, which it is considering 
purchasing. There is as yet not firm commitment to purchase. The applicant 
did not inform the RFC as to what the building is going to cost if purchased. The 
building apparently has sufficient floor space and could be utilized. In view of 
the state of information on the building, the writer considers that the estimated 
cost of $1,000,000 is approximately correct. This sum of money would probably 
include enough to purchase 2 additional cranes that would be needed if this build- 
ing were acquired. 

If this building is purchased, there will be room in the same for all of the 
manufacturing equipment plus the machine shop, laboratory, pipe storage, and 
office. The applicant maintains that it will not be necessary to erect any housing 
for employees in spite of the fact that the applicant will be bringing in key 
employees from the outside. 

Regarding the machinery and installation, the cost is undoubtedly low. For 
example, the applicant has a cost of $300,000 for 2 Assel mills and accessories. 
These 2 mills were stated by the applicant to be larger than the mill in the Na- 
tional Tube plant at Gary, Indiana. The cost of the Assel mill in that plant was 
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$472,000—for one mill only. The Jaycox stated that if he had to put that Assel 
mill in today, it would cost 20% more than he paid before. 

Then there is the cost of the bar mill. It would be $300,000 to $400,000. The 
applicant has placed a cost of $200,000 for the electrical equipment. This is 
probably half enough. The cost of the electric furnaces is low. The installation 
cost of $212,310 is somewhere around half enough. 

The working capital is low, and it would take another million and a half 
dollars to furnish working capital until the applicant passed through the 
“breaking in period”. However, since the Assel mills are believed to be unsuitable 
for producing the kind of pipe the applicant desires, a detailed revision of the 
applicant’s estimate will not be made. 

Vill, Estimated production cost of pipe per ton 

The following is the Applicant’s estimate of the cost per ton of producing pipe. 
The applicant’s estimate is based on a production of 120,000 tons per year. How- 
ever, the applicant’s maximum melt is going to be 72,000 tons per year so that 
the cost per ton would be correspondingly increased. The writer has made no 
estimate of the cost of production per ton on account of the fact that the Assel 
mill is considered unsuitable for this kind of pipe. 


Applicant’s estimate 

Per ton 
Scrap steel and pigs 
Labor, power, fuel, maintenance, etc....._..._.-__.________ patie oa 
Blooming mill cost 
Assel mill cost: Chamfering, threading, testing, storing and shipping ___- 30 
Office and overhead- : 0 
jar mill... rier 
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Market for this type of pipe 

rom conversation with representatives of the oil companies in Philadelphia, 
it is apparent that oil-well tubing and casing is extremely tight at the present 
time. Anyone that has this pipe can sell it. in general, oil wells prefer seam- 
less pipe but they will accept welded pipe if it meets the API specifications. 
The 514"’ tubing is a size which is very common in the oil fields and would have a 
good market. The oil company representatives contacted, state that they doubt 
electric furnace steel would bring any premium. The representatives contacted 
were those of the Sun Oil Company and the Atlantic Refining Company, in Phila- 
delphia, 

Regarding the selling price of 54%4’’ seamless tubing. right now the price is 
$122 a short ton. The selling price is advancing rapidly at this time, but of 
course, the production costs will also advance to keep pace. 

X. Summary. 

1, The melting capacity is 72,000 tons per year and not 120,000 tons. 

Assel mills have never made this type of tubing and are not suitable for it 
in the opinion of the steel executives interviewed. In other words, it might be 
found necessary to put in a conventional type of plant to make the 5%4’’ well 
a 

There would need to be a bar mill in addition to the equipment listed to 
make the blooms into round bars suitable for the Assel mill. 

. The cost of this plant might be $3,000,000 more than estimated by applicant. 

The “breaking in period” in a steel tubing plant, is a minimum of 18 months. 

Lester R. WavuGH, Engineer. 

Mr. Wiuutams. Mr. Chairman, I will ask you if we have supplied 
you with everything you have in mind. Maybe when we started off 
you did not think we were telling you all the details. 

Mr. Harpy. I would like on that, Mr. Williams, for us to get to- 
gether here with Mr. Casey after we adjourn and see what else we may 
need from you people. 

I would like also, Mr. Woodside, to have a few words Ww ith you before 
we go, so we can sort of line up for tomorrow morning’s session. 

We will adjourn now to convene at 10 tomorrow morning. 

(Thereupon, at 4:35 p. m., the subcommittee adjourned until Tues- 
day morning, 10 a. m., March 20, 1951.) 
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INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVING GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 


TUESDAY, MARCH 20, 1951 
























House or RePresENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DeparTMENTS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in room 445, Old House Office Building, Representative Porter Hardy, 
Jr., presidin 

Present : S emakabe res Hardy (presiding), Bolling, Shelley, 
Lantaff, RiehIman, Bender, and Meader. 

Also present : Ralph E. Casey, chief counsel for the subcommittee. 

Mr. Harpy. Let the subcommittee come to order. 

Mr. Fleischmann, we are glad to have you here this morning. If you 
will come up, we will be grateful to you. 

Mr. Fleischmann, yesterday we had Mr. Howse from ODM and 
General Harrison from NDA outline for us the responsibilities of 
their two organizations and the part which they play in connection 
both with the issuance of certificates of necessity and the granting of 
loans under the Defense Production Act. 

We would be grateful to you if you would fill in this picture so that 
we can get the NPA’s position « and the area of responsibility it fulfills 
in connection with these various programs. 


STATEMENT OF MANLEY FLEISCHMANN, ADMINISTRATOR, 
NATIONAL PRODUCTION AUTHORITY 











Mr. FieiscuMann. Let me describe it this way. In the case of both 
loans and amortization, the ultimate legal authority remains in Mr. 
Harrison as Administrator of the Defense Production Administration. 
That was delegated to him by Executive order of the President. 

The Defense Production Administration has made a further delega- 
tion of responsibility to various agencies of the Government, inc luding 
the Commerce Department and NPA, which is within the Commerce 
Department. That authority, in both cases, is to recommend loans 
and amortization certificates, and the procedure which I will descr ibe, 
in order to illustrate how it works, is this: Let me say amortization 
certificate requests are filed with the Defense Production Administra- 
tion just as formerly filed with the NSRB at the time it had this 
delegation of responsibility. They are given a number for clerical 
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reference and then they are distributed to the various agencies which 
have primary responsibility with respect to that commodity. 

For example, a machine tool item would be sent to us at NPA or a 
refinery matter would be sent to the Interior Department and so on. 

When the matter arrives at the National Production Authority, we 
have internally as well, a control under Mr. Creedon, who is the head 
of the Facilities Bureau and who is here today. He is the one within 
our shop who has the final authority for making these recommenda- 
tions to DPA. 

Mr. Creedon, in turn, distributes the certificates and loan applica- 
tions to the di!’ »rent industry divisions. We are organized like the 
War Production Board along commodity lines. If it is a machine 
tool operation, it goes to our Machine Tool Division. 

The function of the Industry Division is to make a study of the com- 
modity involved. We felt that the only sound way to administer this 
responsibility was to take an over-all look at the supply and demand 
picture with respect to the particular commodity involved. 

Let me take steel for an example. We had many, many steel appli- 
cations for amortization. If we had just approved those or disap- 
proved those as they came in, we would have wound up with a per- 
fectly unbalanced picture. Instead we had our Industrial Division 
make an over-all study of the demand, the present supply and the 
expansion that seemed to be indicated as being necessary, so that some 
day in the not too distant future, we would have a balanced supply and 
demand picture. 

The Industry Division makes a report on the over-all industry 
situation, on supply and demand, and also makes a recommendation 
that a particular facility should or should not be expanded. As a basis 
of that report, Mr. Creedon in the Facilities Bureau assumes the re- 
sponsibility of recommending allowance or disallowance either of the 
loan or of the amortization certificate in the case of an amortization 
certificate. He fixes the suggested percentage for the certificate and 
that then is transmitted to the Defense Production Administration. 

I have omitted one step in the procedure that is used in particular 
cases and that is when the item is substantially a military item, when 
the justification for the amortization certificate is that the military 
needs the end product; then, we require from the military a flat state- 
ment that this particular facility must be expanded in order to pro- 
duce the item in the quantity needed and at the time needed, because 
it is our policy, it has been our policy from the start, not to encourage 
expansion when existing facilities would take care of the production. 

That is an outline of the procedure and the way in which we 
operate. Our policy is laid down for us by the Defense Production 
Administration. 

The first policy on that subject was promulgated by the NSRB, 
which has since been adopted by the Defense Production Adminis- 
tration, but we follow, generally speaking, what DPA sets out for us. 

Mr. Harpy. Right on that point, the policy adopted by NSRB was 
presumably adopted some time last fall ? 

Mr. FLerscHMANN. Yes, sir. 

Mr. Harpy. Is that the policy that is currently being followed ? 

Mr. FierscHMAnn. That policy was embodied in a regulation pro- 


mulgated by NSRB. That has been expanded and developed into 
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a broader statement of policy, which I think you have on file, but, 
if you have not, I will furnish a copy which General Harrison sent 
around to the various agencies, including our own agency. 

Mr. Harpy. I would like to explore that just a little bit. We hada 
statement of policy yesterday by Mr. Howse from ODM. I wonder 
if that is the statement of policy which you refer to as having been 
sent around by General Harrison. 

Mr. FietiscHMann. No, sir. General Harrison has sent one around. 
If you don’t have it, I think we have copies here. If not, we can 
furnish it. 

Mr. Harpy. But that is not the statement of policy referred to by 
Mr. Howse yesterday. Are you familiar with the policy statement 
he outlined to the committee yesterday ? 

Mr. FietiscumMann. I assume that is Defense Mobilization Board 
Document No. 3 of February 14, 1951. 

Mr. Harpy. I haven’t any way of knowing what the document is, 
but the date is the same. 

Mr. FietscuMann. That is the same number. 

Mr. Harpy. Was that an official document? How did it come to 
your attention ? 

Mr. FierscuMann. I presume it is an official document. It was 
never transmitted officially to me. I will tell you how I heard about it. 

Mr. Harpy. We would be interested in knowing. 

Mr. FLetscuMann. I was discussing a particular financial problem 
with General Clay about 3 weeks ago and Mr. Howse, whom I had not 
met before, was in the meeting. He made some observation about 
something that I had said being contrary to the ODM policy, and I 
said, “Well, I have not seen any such policy.” 

He gave it to me, and that was the first time I had seen it. 

Mr. Harpy. He presented you with a copy of it and you had not 
seen it before? That is not the policy to which you referred as having 
been sent out by Mr. Harrison ? 

Mr. FLEIscHMANN. ‘There is nothing contradictory between the two 
policies, but it is not the policy to which I referred. 

Mr. Harpy. In other words, you have been following the policy 
promulgated by Mr. Harrison prior to February 14; is that right? 

Mr. FierscuMann. That isn’t quite right. The Harrison policy was 
distributed to us who had to operate under it after February 14. In 
fact, it was distributed about 10 days ago. Previously we had been 
operating under the general principles laid down in the NSRB regu- 
lations. 

Mr. Harpy. I am sorry Mr. Woodside is not here. That is con- 
trary to what he has been doing. I am trying to figure out how things 
work over there. He testified yesterday he was operating under the 
policies adopted by NSRB last fall and was unaware of the existence 
of any subsequently approved policies. 

Mr. FretscuMann. I think I can describe the whole thing and the 
time sequence that it followed. a 

The NSRB originally had the obligation of certifying both loans 
and amortizations. That was under the original set-up. They pro- 
mulgated regulations which have policy considerations in them, and 
those we saw at the earliest. possible date, and those we operated under. 
We are continuing to operate under them because the present poli- 
cies are only an expansion of those regulations. 
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There was developed in the NSRB, when Woodside was over there, 
a working document of a more complete nature, developing the prin- 
ciples of those regulations, and that is the document to which I refer 
as having been promulgated about 10 days ago by Mr. Harrison. 

In other words, Woodside presented, as I think was his duty, this 
working document to Mr. Harrison and said, in effect, “Here is an 
expansion of the NSRB policies that we have been following and 
I suggest, if you approve these general rules, that you promulgate 
them to the agencies.” That was done about 10 days ago. 

Mr. Harpy. What sort of policies did you operate under prior 
to that? 

Mr. FietscoMann. We were operating under the regulations of 
NSRB. 

Mr. Harpy. Insofar as you know, the policies allegedly approved 
by ODM on February 14 have never been, in fact, the basis for action 
and decision ? 

Mr. FietscHmMann. There is only this: This ODM document in its 
form is a recommendation to General Harrison that he himself adopt 
policies along that line. I don’t know whether you have seen that 
document. 

Mr. Harpy. No; I haven’t seen that. I am delighted to have this. 
I note this is marked “restricted.” Is it permissible to release it as 
of now? 

Mr. FierscHMann. I see no reason why not. 

Mr. Harpy. I see no reason why not, either. I see no reason why 
a lot of stuff marked “restricted” should be so classified. 

Mr. Fietscumann. I didn’t mark it “restricted,” but somebody else 
did. I don’t know whether I have the legal authority to release it. 

Mr. Harpy. We will release it anyway. I do not think it is particu- 
larly pertinent. 

The top sheet apparently is a transmittal letter. 

Mr. FLEIscHMANN. Yes, sir. 

Mr. Harpy. Of Defense Mobilization Board Document 3. This 
is the copy that was given to you by Mr. Howse? 

Mr. FLeIscHMANN. It has quite a history. As I told you, I never 
heard of this document until I was talking to General Clay and Mr. 
Howse. I said that I would go back to see whether we got a copy. | 
found we did not. Then I tried to find out whether there was a copy at 
General Harrison’s office. General Harrison was away at the time, I 
should say. No one over there knew about it. So we called up Howse 
and asked him to send mea copy. He sent me a copy and I had copies 
run off, because I thought it was a document of considerable interest, 
and I distributed it to our people. 

Mr. Harpy. It seems unusual that you got a copy of it some time ago 
and Mr. Woodside in General Harrison’s office had not heard about it 
until yesterday, except he said he did hear some references to it. 

Mr. FierscHMann. I sent it to General Harrison. 

Mr. Harpy. Presumably, General Harrison should have had it by 
virtue of being a member of the Defense Mobilization Board. 

Mr. FierscHMann. I checked one other thing. General Harrison 
was ill for a brief period, and he was not present at this particular 
meeting where this document was part of the minutes. 

Mr. Harpy. I am glad to get that cleared up. The trouble would 
seem to be that, in view of the fact that he was not present at the meet- 
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ing, unless he sent a representative, the document may not have ever 
been sent directly to him. 

Do you know whether or not this statement of policy, the 11 points 
enumerated in this Document 3, forms a basis for the policies which 
you mentioned awhile ago as having been sent out by General Harrison 
about 10 days ago? 

Mr. i*LeEIscHMANN. Let me say this, Mr. Hardy, and I do not know 
this specifically on this. I do not believe that document was specifi- 
cally used as the basis for the preparation of General Harrison’s 
policy. Of course, I have compared the two because I have to be 
governed by them, and I do not find anything inconsistent in them. 
I do not have any great difficulty. 

Mr. Harpy. That is a fortunate circumstance, then, that they do not 
conflict. 

Any questions about this? 

Mr. Benver. What relation does Mr. Fleischmann have with this? 

Mr. Fierscumann. I am the Administrator of the National Pro- 
duction Authority. 

Mr. Benper. I mean in connection with this particular transaction. 

Mr. Harpy. We are not discussing any particular transaction right 
now. Weare trying to get the broad picture. 

Mr. Benper. I know who you are. 

Mr. Lantarr. Do all the services go through the NPA? Are they 
the subagencies, so to speak ? 

Mr. FietscuMann. By the services, what do you mean ? 

Mr. Lanrarr. I mean the Armed Forces. 

Mr. Fie1scHMann. Only on commodities over which we have juris- 
diction. In other words, if the question was asked for the amortiza- 
tion of a refinery, that would have been referred to the Interior 
Department, to the Defense Petroleum Administration, and they 
would have made direct contact with the Munitions Board themselves 
and we would never have heard of such an operation. 

Mr. Lantarr. For example, if someone wants to build an airplane 
assembly line, and the Air Forces want it built and they enter into 
a contract with these individuals, would that come through you for the 
certificate ? 

Mr. FieiscuMann. For the amortization; yes, sir. 

Mr. Lantrarr. And for the loan approval ? 

Mr. Fie1scuMann. If they wanted a loan out of Defense Production 
Act funds. As you know, the services have some other method of 
financing of their own. If it was recommended for a loan out of 
Defense Production Act funds, it would come through us. 

Mr. Harpy. Right on that point, if the gentlemen will permit, then 
all direct loans from section 302 and section 303, regardless of the 
agencies involved, would have to come through NPA; is that right? 

Mr. FieiscuMann. No, sir. Only with respect to those commodities 
over which we have jurisdiction. Let me explain what that is. It is 
easier to do it by exclusion. 

We do not have jurisdiction over petroleum, and we do not have 
jurisdiction for another example, over minerals and metals in their 
raw state. The aluminum loans never came through NPA at all. 
They go directly from Interior to DPA. In the same way, certain 
transportation facilities, we never see those loans or those amortiza- 
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tions. But everything else, save those excluded items, which are 
largely electric power, petroleum, solid fuels, and minerals in their 
raw state, virtually everything else comes to us. 

Mr. Harpy. I thought you had transportation in Commerce? 

Mr. Fierscomann. We do not have rail transportation and bus 
transportation. Those are in Knudson’s shop, in DTA. 

Mr. Harpy. Do you have anything further, Mr. Lantaff? 

Mr. Lantarr. If you would approve an amortization certificate, 
what would happen then? Is that the final authority, or does it have 
to goto DPA? 

Mr. FieIscuMann. We would recommend it to DPA. DPA has 
retained the final authority to approve or disapprove. 

Mr. Lanrarr. So everything goes to DPA eventually? 

Mr. FLeIscHMANN. Yes. 

Mr. Casey. Do you fix a percentage on amortization ? 

Mr. FietscuMann. Yes. That is done by Mr. Creedon in the 
Facilities Bureau. 

Mr. Casey. Are you familiar with the criteria used in fixing the 
percentages ¢ 

Mr. FLetIscoMann. Yes, I am. 

Mr. Creedon has a more detailed knowledge, but I am familiar 
with it. 

Mr. Casey. In the section of the statute, it requires first that “only 
such portion of the amount of the adjusted base of the facility con- 
structed after December 31, 1949, shal be certified, where it is found 
necessary in the interest of national defense during the emergency.” 
That is one segment of the section. Then it says, “and only such por- 
tion of such amount as such authority certified is attributable to de- 
fense purposes.” 

Can we break it down so that, first of all, the determination that 
has to be made is whether or not this particular facility is necessary 
in the interest of national defense ? 

Mr. FietiscoMann. Let me explain what we do with respect to that. 
The construction of that statute, which was adopted by Mr. Syming- 
ton and later adopted by Mr. Harrison and under which we therefore 
‘operate, is that the requirement that it be required by national de- 
fense means that, due to the emergency in which we are currently 
operating, there is an over-all shortage of the material, including 
the present demand, both military and civilian. 

Let me illustrate that specifically by steel. That is a good example. 
As you know, we have been making around a hundred million tons 
of steel a year. The military is starting to take a large supply of 
steel. The theory is that we want to have the shortages thus created 
to be a very brief one and we want to expand so that just as soon as 
possible, it can take up the deficit in civilian production that has been 
caused by the military take-away. Our present feeling is something 
in the neighborhood of 117 to 120 million tons of steel would be close 
to what the indicated demand is going to be for this emergency. 

That is the policy that was established by Mr. Symington and 
adopted by Mr. Harrison. That is the definite relationship as the) 
construe the statute. 

Does that answer your question ? 

Mr. Casey. That is true. I am glad to have that interpretation. 
That means they have construed the term “national defense” as not 
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meaning military or anything necessary to our defenses, but something 
necessary to preserve the existing state of our economy with the im- 
pact of the emergency on it. 

Mr. FieiscuMann. Yes. The interpretation that has been given to 
defense is that it is the defense emergency that has caused the deficit, 
but that the deficit need not be exclusively military. 

Mr. Casey. In the process of considering the application for a cer- 
tificate, the first consideration is whether or not ths facility is closely 
enough allied with the defense effort to be eligible for a certificate at 
all? 

Mr. FieiscuMann. I think that is generally so, if you want to con- 
strue defense in the way Mr. Symington and Mr. Harrison have. 

Mr. Casey: Precisely. You have to get the certificate in the front 
door first. The facility has to be eligible for a certificate before you 
get to the percentage. 

Mr. FierscHMANN. Oh, yes. 

Mr. Casry. Now, isn’t the percentage hinged more on the second 
portion of this statutory language, “and only such portion of such 
amount as such authority has certified is attributable to defense 
purposes” ? 

Mr. Fieiscumann. Yes; I think that is accurate. 

Mr. Casey. In the regulations issued by the National Security, Re- 
sources Board, I assume those are the regulations in the Federal 
Register under title 32A, National Defense Appendix. 

Does this look familar? 

Mr. FLeIscHMANN. I think that is the one. 

Mr. Casey. Under section 600.2 there are certain criteria set out 
for the determination of necessity and for determining the portion 
attributable to defense purposes. 

Subsection A says, “Materials or services required for national de- 
fense.” The substance of that section is about what you have de- 
scribed insofar as the Board interpretation given to national defense 
is concerned. 

Then subsection B is “Shortage of facilities for the production of 
materials or services required for national defense.” In other words, 
you break down the national defense and find those industries in which 
there is a particular shortage or expected shortage ? 

Mr. FieiscHMANnN. Correct. 

Mr. Casey. C is “Economic usefulness of the facility,” and it reads: 

In determining a portion of the facility attributable to defense purposes, 
consideration will be given to the probable economic usefulness of the facility 
for other defense purposes after 5 years. 

Isn’t that the criterion for the determination of the percentage ? 

Mr. Fixtscumann. I think that is one of the most important ones; 
yes. It isa judgment factor. That certainly is very important. 

Mr. Casry. Would you give me what other factors there are other 
than this one that control the fixing of the percentages ? 

Mr. FierscHMann. I would have to have that regulation. We give 
attention, as I have said, to the over-all shortages in the industry. 

Mr. Casry. I am talking solely of the percentage, not the eligibility 
for certificate. Does that mean that the percentage might be larger 
or smaller, depending upon the shortage in the industry ‘ 

Mr. Firiscumann. I think it could in a particular case, because the 
element of risk would be greater or less depending upon the amount 
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ofthe shortage. If you had a very large shortage, one condition might 
follow; if you had a smaller shortage, another. I think it is all 
related. 

Mr. Casey. If there is a large shortage, there would be less risk. 

Mr. FieiscumMann. That would depend on whether it is a military 
shortage or a civilian shortage. 

Mr. Casey. Can you give me an example of what you mean in that 
respect ? 

Mr. FietscHMann. Let me take rocket planes, for example. Of 
course, there is a complete shortage of facilities for making rocket 
planes or any other of that type of item. That doesn’t mean that 
there is no economic risk in that case. There is a complete economic 
risk because, as soon as the emergency is over, there would be no use- 
fulness to that facility. 

Mr. Casey. Aren't we then back to the other criterion under C which 
says what is the economic usefulness of the facility after 5 years in 
that case? 

Mr. FieiscuMann. I think that is the principal one, as I said. 

Mr. Casey. Can you relate that principle to the granting of 75 and 
85 percent certificates in the steel industry ? 

Mr. Fie1scHMann. I didn’t have the responsibility for fixing those 
percentages and I wasn’t the administrator of NPA at that particular 
time, and I think Mr. Creedon, who is here, would be a better witness 
on specific cases and specific principles than I, because I had virtually 
nothing to do with setting up that rate. As Mr. Hardy knows, I was 
general counsel at that particular time. 

Mr. Benper. What is the shortage of steel, which you mentioned? 

Mr. Fie1iscumann. We think that something in the neighborhood 
of 17 to 20 million tons additional capacity is indicated at the present 
time. 

Mr. Benper. Twenty million tons capacity? What period? 

Mr. FierscHMann. Annually. 

Mr. Benper. For how long? 

Mr. Fie1scHMann. It is greater in some areas, as you know, like 
structural steel and plates than it is in sheets. 

Mr. Benver. For what period? What is your reckoning as to the 
length of the emergency? What do you think about when you grant 
these matters, for what length of time? 

Mr. FieiscHMann. We are thinking, due to the terms of the statute, 
of a 5-year emergency period, but the shortage, over-all shortage, has 
to be determined virtually as of now, and the immediate future, when 
the military program gets more substantially under way than it is 
at the present time. 

Mr. BrenvEer. What percentage of businesses would you say are 
falling by the wayside as a result of the shortage of raw materials, 
steel? I mean, is it quite extensive? 

Mr. FietscuMann. I do not believe, sir, that it is as of now. I do, 
in all sincerity, foresee many difficulties for businesses that will not 
be able to get, not so much steel, although there is a great shortage 
there, but aluminum, which is a better example, and copper. 

When I say I don’t believe very many have now, we do not have any 
statistics on that now or any way to get them, but I am basing that on 
the fact that employment, through Taiewaxy, was the highest of any 
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February, I believe, in history. That is the easiest statistic to check, 
and there has been no effect on employment or unemployment up to 
date of shortages. 

Mr. Benver. Are there substantial numbers of industries that are 
going bust because they are not in a position to get raw materials ¢ 

' Mr. FierscHMann. As I say, I would expect that there are some. I 
do not know. We do not have statistics to demonstrate that. I hear 
daily of a great many concerns that assert—and I believe them—that 
they are having enormous difficulties in getting material. It is my 
concern almost 24 hours a day to try to do something about it. 

Mr. Benver. It might interest you to know that I have gathered 
some offers of sales of businesses during the last 60-day period which 
are being auctioned as a result of shortages of raw materials. 

Mr. FieriscHmMann. As I say, I would believe that. 

Mr. Harpy. Are they all different? You don’t have duplicates in 
there, do you? 

Mr. Benper. No. I believe we Republicans do not operate that way. 

Mr. Harpy. I didn’t know we Democrats had a monopoly on doing 
that. 

Mr. Benver. We had an experience some years ago which resulted 
in your beating our brains out with it in every campaign. 

Mr. Harpy. And you have learned your lesson ? 

Mr. Benver. We have learned our lesson many years ago. 

Mr. Harpy. That is a problem. It is a very serious problem, you 
find ? 

Mr. Benper. Yes. 

Mr. Harpy. Mr. Bolling, do you have some questions ? 

Mr. Botuinc. I want to clear up one thing. Is agriculture in- 
volved in the approval of such things ¢ 

Mr. Frerscomann. Yes. On food products. 

Mr. Botrine. Does farm machinery come in there ? 

Mr. Fie1scHmMann. Yes. They have amortization with respect to 
farm machinery factories. I am quite certain they have. 

Mr. Harpy. I would like to raise a far-fetched illustration, Mr. 
Fleischman, in line with this broad application of the policy which 
would make loans and certificates of necessity available for plants 
that were needed in the civilian economy because of the defense 
interest, and I believe it has been indicated that in the broad applica- 
tion of this proposition, that is possible and that is utilized. Let’s 
take—see if I understand the policy correctly—a plant manufacturing 
stampings for pots and pans for domestic household use. That plant 
gets a contract to make stampings for the military. In keeping with 
this policy, and certainly it would be far-fetched, if someone came 
along and proposed to build another plant to stamp out kitchen 
utensils, would that be considered in the national defense and justify 
a certificate of necessity ? 

Mr. FieiscomMann. That is a fair question. We haven’t had such a 
case. I think we would probably not grant a certificate in that case 
because of the fact that metals are so scarce and will unfortunately 
remain so scarce that we could not afford to do anything to encourage 
the use of metals in kitchen utensils. 

Mr. Harpy. Are you going to let the poor housewife go without 
something to fry her eggs in? 
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Mr. FrerscoMann. We hope not. We think that existing facilities 
can use up all the metal that can possibly be made available. 

Mr. Harpy. Yes; but it may use up all the metal that can be made 
available yet what are you going todo then? Start some other plant 
to use a little bit of the metal to keep the kitchens going 4 

Mr. Frerscumann. We hope to have something like a controlled 
materials plan in operation by the middle of this year and, if that 
is put into effect, we hope generally there will be an area of, what 
I can only call, free material over and above the most urgent needs 
that willbe sufficient and increasingly so as some of these facilities 
come in to permit a decent amount of civilian production. I think 
it is pretty clear we will have that. 

Mr. Harpy. I want to touch on another aspect of these certificates 
and also loans that you mentioned. I think in your earlier statement 
you indicated that you did not take action on applications exactly 
as they came in, but you waited a while until you got a group of them. 
Even so, you cannot be even reasonably certain that the people who 
have made application are those who are in the best position to per- 
form and to build and to operate that needed facility, can you? 

Mr. Fretscumann. No, sir. There is no such thing as certainty in 
this business, unfortunately. 

Mr. Harpy. Industry has a responsibility in connection with meet- 
ing the needs of the national defense and the only applications that 
come to your attention are those which are initiated by people who 
decide that either from patriotic motives they want to participate in 
this defense program or from selfish motives. Maybe they want to 
get a little bit of Uncle Sam’s loose money that is floating around. 
How can you separate the sheep from the goats? 

Mr. FierscHMann. The one assumption there is incorrect. We use 
both the stick and the carrot in these matters. We are continually 
trying to analyze where the shortages will be in the various metals 
and the various fabricating facilities. When we find shortages, we 
call industry committees together and put the problem to them to 
increase their facilities. That was the way it was done with steel, 
for example. We published practically a Nation-wide appeal to steel 
companies—big and small—to come in and expand their facilities. 
We just do not leave it to chance, nor to individual initiative. 

Mr. Harpy. That is a question I wanted to get cleared up. You 
actually do encourage industries of a particular nature, where you 
need increased production to submit applications ? 

Mr. FieiscoMann. We encourage them to expand their facilities 
and we do not need to encourage them to submit applications. They 
do that as a part of that other encouragement. 

Mr. Harpy. They do not have to be prodded along that line? 

Mr. Fie1scHMANN. No, sir. 

Mr. Harpy. With respect to fabricating plants, you have any num- 
ber of small establishments all over the country with respect to your 
prime basic steel, which is something different, which is comparatively 
limited as to the numbers involved, but are in areas where you need 
increases in these items that can be and are produced by numerous 
small plants all over the country. What effort is made to spread this 
taxpayers’ assistance, if we choose to call it that, among these small 
plants instead of dishing it out in an amount which will make the 
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bigger ones get bigger and the little ones go out of business, as Mr. 
Bender referred to it ¢ 

Mr. FierscHMann. In two ways. We do not expect any recom- 
mendations from the Army and Navy for the expansion of fabricating 
facilities, and they are the ones who are usually advocating expan- 
sion, unless they certify to us that they have made, in effect, a study 
and that this particular expansion is the only one that will produce it. 
In other words, they certify that the existing facilities which are usu- 
ally the small business fellows, are not available to do this particular 
job. We do not always accept that recommendation, because we make 
our own check on the thing. 

Then these amortization applications are also screened by our small 
business office under Mr. Pritchard for the precise purpose of advis- 
ing us on the small business implications. 

We do not, as I say, have one box labeled “small” and one box 
labeled “big.” We apply substantially the same standards, although, 
as Mr. Creedon will tell you, we have given additional percentages 
based on the small size of the concern in a particular competitive field. 
We have done that in a limited way in the amortization field. 

Mr. Harpy. Unless a fellow gets a defense contract, he doesn’t have 
too much chance of expanding his plant and getting a certificate to 
do it. 

Mr. Fie1scHMANN. That is not correct. We have granted certifi- 
cates of necessity where the direct relation to the military or the de- 
fense contract was practically nonexistent, because of this broad policy. 

Mr. Harpy. You are well aware with respect to these small fab- 
ricating plants, particularly, unless they get defense orders, they 
-annot get the materials to do their fabricating. 

Mr. FierscHMann. I know that. 

Mr. Harpy. Unless they get the contract, they are stuck out on a 
limb and the big companies control the distribution of the material 
through their own warehouses; isn’t that correct? 

Mr. FieiscHuMANnN. We have done what we didn’t do in World War 
II; namely, we have made a supply of steel available to the ware- 
houses for general distribution. 

Mr. Harpy. And you bypass the normal channel to which the small 
manufacturers go to get their steel. They ordinarily get it from the 
mill and now you make it go through the warehouse. They have to 
ery to get it. In addition to that, they have to pay an extra price for it. 

Mr. FiriscumMann. I do not think that is correct. The amount of 
steel we have directed to the warehouse is unfortunately considerably 
less than they have obtained in any normal times. Even percentage- 
wise it is less. The difficulty in the metals picture is a very simple 
one. There is less metal and not more metal. It is sad but true. It 
isn’t anything that the Government did or I did or anyone else did. 
It is due to the Government’s stockpiling program, No. 1, and the mil- 
itary use, No. 2, and the fact that inventories, which were high at the 
beginning of 1950, as you know, are now used up. 

Mr. Harpy. I think we may want you to go into this a little further. 
imposed upon you a little longer than I me: unt to. 

Mr. FiriscuMann. I would be glad to come back and develop this 
Whole metal-shortage picture for you at any time. It is a subject 
Ihave eaten, slept w ith, and lived with for months. 
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Mr. Benper. Don’t you think, since this is an emergency and since 
some people are being terribly inconvenienced, even dying as a result 
of the emergency, that it is more desirable to permit established indus- 
try, big or little, for the sake of production, to expand rather than 
to encourage new enterprises to enter in as competitors, especially 
when they come in on a shoestring ? 

Mr. Fie1scHMann. Yes; I agree generally with your observation. 
We have one difficulty, sir, and that is the Defense Production Act 
has a provision in it, in effect, requiring us to make provision for new 
business. I may say that we try to administer that with some discre- 
tion because you are quite right. It does not make good sense to let 
a new fellow come in in a period when there isn’t enough material for 
those people who had investments and facilities. 

Mr. Benver. Don’t you think the established industries or the estab- 
lished producers of steel, for example, would do it without any Gov- 
ernment money being involved ? 

Mr. FieiscuMANN. They, generally speaking, sir, have done it with- 
out loans, but they have applied for amortization certificates, and 
that is a form of Government financing, as you know. But, generally, 
they have not asked for loans. 

Mr. Rirutman. It is true, though, sir, that some asked for loans? 

Mr. FietscumMann. I was speaking of the big steel companies. 

Mr. Benver. Big or little, any steel companies that are established. 
Isn’t it much better for the taxpayers of the country for us to work 
with established businesses during a period of emergency rather than 
risking additional taxpayers’ money on enterprises not experienced, 
whose background is not substantial ? 

Mr. FieiscuMann. So far as I could generalize, I would certainly 
agree with that. 

Mr. Harpy. I promised to let Mr. Fleischmann go, but Mr. Meader 
has a question he would like to get cleared up before you leave. 

Mr. Meaper. I understood you to say that the controlled-materials 
plan would probably not be promulgated before the middle of the 
year. 

Mr. Fieiscumann. On-that subject, let me say that there will be a 
decision made within the next few days as to whether the controlled- 
materials plan will go into effect. If the decision is made that it will, 
the earliest possible date you could have it effective would be July 1, 
the third quarter. There are mechanical features in connection with 
getting such a plan into operation, such as getting the requirements 
from the military services and getting the information out to the 
industry and then back again, which would make it the earliest date. 

Mr. Meaper. Would the control apply only to military production 
or apply also to the primary industrial uses ? 

Mr. FieiscHmMann,. That is the correct way to put it. It would ap- 
ply to military plus the most essential industry producers and the most 
essential civilian producers. 

Mr. Meaper. You have a firm policy of so establishing your con- 
trolled-materials plan that it will not encourage a black market ? 

Mr. Fieiscumann. We are certainly doing everything within our 
power to bring about that policy. 

Mr. Meaper. It could be designed in such a way that the black 
market would be promoted; isn’t that true? 
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Mr. FuerscomMann. Judging from the experiences of the last war, 
that is true. We will take every feasible measure to try to avoid that. 

Mr. Mraper. What powers do you have to prevent hoarding of steel, 
for example, by the military? I understand there is already some 
hoarding of steel and warehousing of steel, which cannot be used for 
several months to come, where it will deteriorate. 

Mr. Fie1scuMann. If you are speaking of me as an official, I would 
say I have very little legal power over military procurement. On the 
other hand, General Harrison has general policy direction in that 
field, and I may say that, if I heard of cases of military hoarding 
which seemed to me to be wrong and unreasonable, the kind you have 
mentioned, I would certainly take as effective action as I possibly 
could, and I think I would be able to do something about it. 

Mr. MeaveEr. We can look at the facts of life and know that the mili- 
tary appropriation will expire on the thirtieth of June and it is the 
natural tendency of the military to spend their money and get it into 
goods before the end of the fiscal year. I wonder whether or not any- 
one is responsible for any check on that perfectly natural tendency 
on the part of the procurement agencies ¢ 

Mr. FixiscuMann. Yes; in two ways. The basic responsibility in 
that area, I would say, is in the Munitions Board, which is in the 
military, but still it is not itself the procuring agency and it is designed 
to set up effective controls of that kind. Secondly, both Mr. Harrison 
and Mr. Wilson have a general policy control over that area. In 
addition to that, we have to make certain allocations. Take cobalt. To 
the fullest extent we can, we review military inventories in a tight situ- 
ation like that before we hand out any additional cobalt. If you take 
steel, steel is held by the military in many thousands of places and it 
just isn’t practical for us to review that because we do not have the 
information. 

Mr. Meaper. Really, there isn’t any effective review by anyone out- 
side of the military themselves ? 

Mr. FLeiscHMann. I think that is a fair statement. 

Mr. Harpy. Mr. Fleischmann, we appreciate your coming over here 
and, before you go to the other session, I might say that I wish I could 
go along with you to the other one, but we will want to get you back 
to go into this more fully. Thank you a lot. 

Mr. FLetiscHMann. I will be glad to come back. 


STATEMENT OF FRANK R. CREEDON, ASSISTANT ADMINISTRATOR, 
FACILITIES CONSTRUCTION BUREAU, NATIONAL PRODUCTION 
AUTHORITY; ACCOMPANIED BY HARVEY M. HARPER, LOAN 
DIVISION, FACILITIES CONSTRUCTION BUREAU, NATIONAL PRO- 
DUCTION AUTHORITY; WILLIAM DAVLIN, ASSISTANT TO AS- 
SISTANT ADMINISTRATOR, FACILITIES CONSTRUCTION BUREAU, 
NATIONAL PRODUCTION AUTHORITY; AND ARTHUR J. BULGER, 
DEPUTY ASSISTANT ADMINISTRATOR, FACILITIES CONSTRUC- 
TION BUREAU, NATIONAL PRODUCTION AUTHORITY 


Mr. Harpy. Will you each identify yourself for the record before 
we get started ? 

Mr. Crerpon. I am Frank R. Creedon, Assistant Administrator, 
Facilities Construction Bureau, NPA. 
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Mr. Harrer. I am Harvey M. Harper, Loan Division, Facilities Con- 
struction Bureau, NPA. 

Mr. Davin. I am William Davlin, Assistant to Mr. Creedon. 

Mr. Creevon. Mr. Chairman, I also brought Mr. Bulger with me. 

Mr. Harpy. We would like to have him identify himself. 

Mr. Bureer. I am Arthur J. Bulger, Deputy Assistant Adminis- 
trator, Facilities Construction Bureau, NPA. 

Mr. Harpy. We have called you today partly because yesterday in 
discussing a question of Hazleton Steel & Tube Co., it was testified 
by a representative of RFC that conversations were had between RFC 
personnel and Mr. Harper and Mr. Davlin in connection with this 
Hazleton application. 

I think it might be best if either Mr. Harper or Mr. Davlin, assuming 
that they are the two gentlemen who did the major part of the work on 
this, told us their story. Mr. Creedon, you might designate one or the 
other of them who is best qualified to give this committee a picture of 
just exactly what transpired in connection with that application. 

Mr. Creepon. I think Mr. Davlin probably would present it, Mr. 
Chairman. 

Mr. Harpy. We would like to have a running account of what went 
on from the time you first became aware of it, Mr. Davlin, if that was 
prior to the time that you received the application. We would like 
to have full details on it in your own way, if you will. 

Mr. Davuin. Yes, sir. 

I will sketch the background and try to skeletonize the conversations 
we had, as I recall them. Mr. Harper can give us more specific details 
on the financial figures as to the terms and conditions of the loan 
applied for and the loan finally recommended. 

This loan proposal or rather this plant proposal first came to the 
attention of Mr. Creedon’s office last fall in connection with the appli- 
cation for tax amortization. Subsequent to that time—I believe in 
December—the applicants filed an application for a loan under section 
302 of the Defense Production Act. 

In the routine of processing and handling these loan applications, a 
copy of the application was sent to the RFC. 

Mr. Harpy. If you got your application for tax amortization prior 
to the time you became interested in the loan aspects of it, suppose we 
take that first and see just what happened to that request. Was your 
certificate of necessity granted prior to the approval of the loan, or 
was that done simultaneously ¢ 

Mr. Davin. I believe it was granted prior to the approval of the 
loan. Actually, the loan operation began somewhat later than the 
necessity-certificate operation. The forms weren’t even available for 
loans at the time the necessity certificate was filed. 

My recollection is that the Hazleton necessity-certificate application 
was approved together with the first group of necessity certificates 
approved for the steel industry, perhaps some 30 or more. 

That application was filed with us and in the regular procedure, as 
in all of these cases, a copy was sent to the Industry Operations 
Bureau, upon which Mr. Creedon’s Bureau depends for technical 
comments, determination of capacity and supply shortages. And on 
the basis of the report of that Bureau, the necessity certificate was 
approved. 
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Mr. Harpy. On the basis of what report was that ? 

Mr. Davin. The report of the Industry Operations Bureau. 

Mr. Harpy. Who is that ? 

Mr. Davin. That is the Bureau headed by Mr. H. B. McCoy. 

Mr. Harpy. Is that in NPA? 

Mr. Davin. Yes. That is one of the two major bureaus in NPA. 

Mr. Harpy. You are concerned only with loans, and you are not 
concerned with handling of the certificates of necessity? — 

Mr. Daviin. Both. 

Mr. Harpy. Somebody else does the spadework on the certificates 
of necessity ¢ 

Mr. Davin. The technical economic analysis on applications for 
necessity certificates, the basic spadework—I think it can properly be 
called that—is done in the Industry Operations Bureau, which is 
made up of a very large number of industry divisions covering almost 
all of the major manufacturing fields and the major industrial-mate- 
rials fields. 

Mr. Harpy. And that Bureau submitted its report to your office 
recommending that the certificate of necessity be granted ¢ 

Mr. Davurn. That is right, sir. 

Mr. Harpy. Would that Bureau also recommend a percentage of 
amortization ? 

Mr. Davirn. That Bureau in the procedures under which we oper- 
ate does not recommend a specific percentage. 

Mr. Harpy. It simply recommends a granting of a certificate? 

Mr. Davin. That is right, sir. : 

Mr. Harpy. Can you give this committee concisely the basic factors 
that supported a recommendation for the granting of a certificate ? 

Mr. Davurn. They would relate in this case to the steel shortage in 
general and to the specific shortage of the item to be produced by this 
applicant. 

Mr. Harpy. I call your attention to the fact that this plant would 
not increase the total supply of steel. 

Mr. Davirn. It would increase tubular goods. 

Mr. Harpy. Correct. 

Mr. Davurn. Yes, sir. 

Mr. Harpy. But it would not increase the total supply of steel in 
any way, I believe; is that not correct ? 

Mr. Daviry. On the other hand, the total supply of steel is being 
expanded across the board. 

Mr. Harpy. Yes. But this plant is not contributing to that expan- 
sion; is it? 

Mr. Davurn. It is contributing to the expansion of the end product. 

Mr. Harpy. This plant is purely a fabricating plant; is that not 
correct ? 

Mr. Davin. That is right, sir. 

Mr. Harpy. So it does not increase one iota the total amount of 
steel produced; is that right? 

Mr. Davirn. That is technically correct, sir. 

Mr. Harpy. Is it incorrect in any other way besides being tech- 
nically correct ? 

Mr. Davurn. I assume not. 

Mr. Harpy. Actually, as a matter of fact, this plant would help 
to consume the existing or augmented supply of steel produced by 
others; is that not correct ? 
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Mr. Davurn. That is true. It would utilize also scrap in that area, 
which is a scrap-generating area. 

Mr. Harpy. Jest forgetting for the moment the relatively essen- 
tial nature of the end product of the plant, actually this plant would 
reduce the total amount of steel available to other plants; is that not 
right? 

Mr. Daviin. In theory; yes. 

Mr. Harpy. How about in practice? 

Mr. Davuin. The total supply, however, is being augmented. 

Mr. Harpy. But this plant doesn’t contribute to that any, does it? 

Mr. Davin. No. 

Mr. Casey. At the time this certificate was granted, Mr. Davlin, 
it was not known where this company would get its money ? 

Mr. Davin. At the time the application was filed, 1 believe the 
application showed—it certainly was known to us—that a loan would 
be filed for it. 

Mr. Casey. A Government loan? 

Mr. Davuin. Yes. 

Mr. Casey. A direct Government loan ? 

Mr. Davurn. Yes, sir. 

Mr. Casey. Had they applied for an RFC loan? 

Mr. Davuin. No, sir. 

Mr. Harpy. In connection with the granting of the certificate, was 
consideration given to the capabilities of the individuals who were 
sponsoring the proposal ? 

Mr. Davuin. Yes, sir. 

Mr. Harpy. And their backgrounds and their experience in the 
manufacture of steel tubing was considered sufficient to justify ap- 
proval of the loan? 

Mr. Davurn. Yes, sir? 

Mr. Harpy. And approval of the certificate? 

Mr. Davurn. Yes, sir. 

Mr. Casey. What was the date of the certificate of necessity ? 

Mr. Davin. The date of the issuance of the certificate, December 9. 

Mr. Casey. Now, as a matter of fact—— 

Mr. Harpy. Just a moment. The committee would like to have a 
copy of the recommendation which came to your office from the Bu- 
reau recommending the certificate be approved. 

Mr. Casry. Do you have that? 

Mr. Davin. I believe I do. 

Mr. Casry. Could we see that? 

Mr. Benper. Is that the Industry Operations? 

Mr. Harpy. That is the bureau within the NPA, whatever it is. 

Mr. Benver. Mr. Chairman, what is the personnel of this Indus- 
try Operations Bureau? Who are they? What is their background? 
Who are these gentlemen ? 

Mr. Davin. The Industry Operations Bureau is headed by Mr. 
H. B. McCoy, sir, Assistant Administrator of NPA in charge of the 
Industry Operations Bureau. It isa large Bureau. Guessing, I would 
think perhaps 400 or 500 employees. 

As I mentioned before, it has specific divisions in all of the major 
industrial fields—textiles, nonferrous metals, tin, lead, and zine, ma- 
chinery, rubber, iron and steel. 

Mr. Harpy. You have experts in all these lines? 
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Mr. Davin. That is right, sir. 

Mr. Benver. That is, people who have had experience in that 
particular business before they attached themselves to the Gov- 
ernment ? 

Mr. Davin. Pardon, sir ? : 

Mr. Benver. People who have had experience in the various lines 
before they became identified with the Government ? 

Mr. Davuin. I would assume so. 

Mr. Benner. What was Mr. McCoy’s work before he came to the 
agency ¢ 

Mr. Davurn. Mr. McCoy is a career employee of the Department of 
Commerce. Before the NPA came into being, he was head of an 
Office of Domestic Commerce, which was the core unit of the Depart- 
ment, which became the Industry Operations Bureau, considerably 
expanded. 

Mr. Harpy. He personally wouldn’t necessarily have had a back- 
ground of experience in this particular industry ‘ 

Mr. Davin. No, sir. 

Mr. Rrexutman. Mr. Chairman, I wonder if we could get down to 
specific cases and find out who the gentlemen are and their names and 
see the recommendations that they made in respect to this certificate 
of necessity. 

Mr. Harpy. Can you supply a copy of that that we can have? 

Mr. Davurn. Yes, sir. 

Mr. Rrestman. Mr. Chairman, if that doesn’t include the back- 
ground of the gentlemen who made these recommendations, I think 
it would be desirable to the committee to have that information. 

Mr. Harpy. Yes. I think we will ask the staff to get that. That 
wouldn’t show on there. 

Mr. Benper. How many names are there on that? 

Mr. Harpy. There is a signature by Mr. McCoy. It says only: 

Present indications point to a significant shortage of oil country tubular goods. 
As the oil production program increases and defense needs expand, this shortage 
will become more acute. Direct military requirements for seamless tubing are 
also growing and, judging from World War II experience, would be extremely 
large in case of full mobilization. 

Is that the only recommendation that you had from technical people 
upon which you based the issuance of a certificate ¢ 

Mr. Daviin. We would assume that behind such a conclusion was 
the proper analysis. 

Mr. Harpy. That is purely an assumption and you do not personally 
know whether that exists or not. 

Mr. Casey. When you say “proper analysis” do you mean prnger 
analysis of the proposed construction by this particular applicant 

Mr. Davin. We would assume so. 

Mr. Casey. Isn’t it a fact that at the time this certificate of necessity 
was issued, it had been proposed by the applicant to buy up some 
second-hand plants that later turned out to be completely unworkable 
as a unit ? 

_ Mr. Davuirn. You are referring to a piece of equipment which was 
included in the initial loan application known as the Assel mill. 

Mr. Caspr. So, as a matter of fact, at the time the certificate of 
necessity was granted, this fellow had no feasible plan for the con- 
struction of the kind of a plant covered by the certificate ? 
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_ Mr. Davin. The application, sir, carried an engineering proposal 
in some detail. 7 

Mr. Casey. Who was the engineer? 

Mr. Davin. By Mr. Hopkins. 

Mr. Casry. Mr. Hopkins being one of the three men who was to 
own the plant ? 

Mr. Davutn. Yes, sir. He had some professional standing and 
reputation and activity, according to the facts before us. He had also 
the services of one of the really prominent steel consultants, Mr. Mc- 
Quaid, Harry McQuaid, and we, I think, rightly considered the en- 
gineering study as being quite adequate; however, the loan appli- 
cation which went to RFC resulted in the discussion which Mr. Hardy 
mentioned earlier and which he asked me to outline. 

The RFC people disagreed with the applicant over the feasibility 
of adapting this Assel mill to the production of oil country tubing. 

Mr. Harpy. We are getting into the loan proposition. 1 would like 
to dispose of the certificate of necessity so we can keep it in orderly 
sequence. 

In just reading this over again, this brief statement on the recom- 
mendation that comes to your office from the Industry Operations 
Bureau, I find it isa pure generality. It is a statement that could have 
been written by anybody based on a cursory examination and nothing 
more than a glance. It doesn’t necessarily imply that that was what 
happened, but, certainly, this statement in itself does not provide 
anybody with a basis for taking any action, unless there is some de- 
gree of certainty—I will put it that way—of what went on behind 
the recommendation and served as a basis for this recommendation. 

I think I could read over an application for this or any other mill 
and write the kind of a recommendation here without knowing any- 
thing about it and still be reasonably sound. Anybody can say that 
there has been a significant shortage in oil country tubular goods. I 
don’t think it takes an expert to determine that, and I don’t think it 
takes an expert either to say, that, as the oil production program 
increases, defense needs expand, the shortage will become more acute. 

Mr. Davin. Yes. 

Mr. Creepon. Not here, but I believe we have a two- or three-page 
report backing up with facts and figures that conclusion, in our files. 

Mr. Harpy. We would like to have a copy of that report. 

The committee would like to know the background of each person 
who participated in the preparation of that report and the study 
of this application. We would like to know their qualifications, who 
they are and what action they took in connection with it. 

Mr. Brenper. Mr. Davlin, in connection with the raw-material prob- 
lem, apparently, Mr. Fleischmann was talking about something that 
isn’t of concern here. They are not to produce raw material ; they were 
to use raw material to produce something else. 

Mr. Davtitn. I said they were in a scrap-generating area, in a min- 
ing area. Secondly, the total metallics are being expanded in the 
steel expansion program, both basic ingots and thus scrap, so that total 
metallics increase in the total program. 

This applicant also had and has an arrangement through which he 
can, if he wishes, obtain ore from Chile. We have in our files a record 
of an agreement between this applicant and a supplier of ore, an 
American firm operating in Chile. 
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Mr. Harpy. Is he going to be able to process the ore? 

Mr. Davuin. Pig iron—I am sorry. 

Similarly, in Ohio, the applicant has access to what is known as some 
blank band ore, which he proposes to develop in connection with this 
total project. 

Mr. Benper. Where would he get that? 

Mr. Davin. In Ohio. 

Mr. Benper. From whom in Ohio? Where? What would be his 
source of supply ? 

Mr. Davurn. I would have to go to our files for those. 

Mr. Benper. You have the names and places? 

Mr. Davin. Yes. We will give them to you. 

Mr. Harpy. You say that they had the services of a very competent 
engineer. That engineer had originally approved the utilization of 
this equipment used for making cartridges; is that correct? 

Mr. Davutn. That is true, sir. He believed that it would function; 
however, we checked and, as you know, the RFC examination checked 
and we found that the doctors disagreed. Mr. Harper personally 
checked the same people that the RFC people checked on the feasibility 
of using the Assel mill. 

Mr. Harpy. Is that any indication of the competence of the engineer 
who advised the use of that mill, Mr. Davlin ? 

Mr. Davin. We regarded it as a technical dispute between com- 
petent people. 

Mr. Harpy. And a dispute which would not affect the investment of 
the stockholders of this corporation at all in the event it did not work 
out ? 

Mr. Davin. Of course, it would, sir. 

Mr. Harpy. It would to the extent of $600. 

Mr. Davin. The fact of the matter was that that piece of equip- 
ment was deleted from the project, and substituted therefor was some 
tubular fabricating equipment to be supplied by the Aetna Standard 
Equipment, which is conventional equipment. 

Mr. Harpy. You were still relying on a satisfactory performance 
of this plant, and the management of the plant, and using as a basis 
the competence of the engineer who recommended the use of oil equip- 
ment which at least you were satisfied was dubious? 

Mr. Davin. That is right, sir. 

Mr. Casey. If the RFC had not been brought into this picture for 
investigating the engineering practicability of this plant, is it con- 
ceivable that the NPA would have recommended an 8-million-dollar 
loan based on the same information they issued the certificate of neces- 
sity on? 

Mr. Davury. Incidentally, this loan has not been consummated. The 
NPA would not have recommended the loan except on the terms and 
the changes which were made. 

Mr. Casey. How would the terms and changes be any good to the 
Government if they were given this 8 million dollars on the basis of 
a plant that could never operate, from an engineering standpoint ? 

_ Mr. Daviin. I said one of the changes in the project was the change 
in the equipment, about which there was doubt. 

Mr. Casey. That was as a result of the intervention of the RFC. 

Mr. Davin. Partly. 

Mr. Casey. Partly or wholly ? 
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Mr. Davurn. I wouldn’t say wholly. 

Mr. Casey. Why not? 

Mr. Davin. Because the Loan Division under Mr. Harper, Mr. 
Bulger, and myself have responsibilities to examine these things and 
satisfy ourselves. 

Mr. Casey. You examined the engineering report made by Mr. 
Hopkins in the granting of this certificate of necessity and found it 
to be adequate. 

Mr. Davin. The necessity certificate is without benefit or prejudice 
to the Joan. 

Mr. Casey. Is it the policy of NPA to require any independent engi- 
neering report in connection with the construction of these new 
facilities? 

Mr. Davurn. No, sir; we use the RFC for that. In the case of a 
necessity certificate, normally the applicant is spending his own money 
or borrowing money elsewhere. 

Mr. Harpy. Normally ? 

Mr. Davin. Yes, sir. 

Mr. Benver. This plant is not in operation now? 

Mr. Davin. No, sir. 

Mr. Benver. The loan has not been granted ? 

Mr. Davin. No. 

Mr. Benper. According to our information, the president of this 
company is now drawing $50,000 a year. 

Mr. Davin. Not from this corporation, sir. The salaries of officers 
in this company will be set by the fiscal agency. 

Mr. Benper. He requested it. 

Mr. Davin. What he requests and what he would get are two dif- 
ferent things, and the procedures being used in these loan cases is 
for the RFC as fiscal agent to set the salaries. 

Mr. Lantarr. Mr. Chairman, what does the witness mean by the 
statement that the loan was not approved ? 

Mr. Daviin. Has not been consummated. That was what I said. 

Mr. Lantarr. What do you mean by that ? 

Mr. Davin. One of the terms of the loan is that the applicant raise 
a million dollars in private capital and pay it into the fiscal agency 
before any disbursements are made on the loan. 

Mr. Benver. Do you think a million-dollar investment or loan is 
sufficient to warrant the loan of $8,000,000 ? 

Mr. Davurn. Well, sir this loan application and action was re- 
viewed by Mr. Creedon, by Mr. Harrison, by Mr. Gibson, Mr. Har- 
rison’s assistant, and the amount of private capital being injected 
here was a point of discussion there and was a decision made by that 
group there. I think it is roughly a ratio of 12 percent, or something 
like that. That was the condition of the loan. And until that is done, 
there will be no disbursements, no loan made. 

Mr. Harpy. Let’s get back to the certificate of necessity for a mo- 
ment and try to dispose of that. I don’t know there is much more we 
can do with that because we will have to await the receipt of this 
information which you have promised to get for us. But the granting 
of a certificate of necessity and the approval of a loan are two sepa- 
rate functions, are they not? 

Mr. Davury. That is right, sir. 
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Mr. Harpy. With whom did you confer other than in your own 
organization in connection with the wisdom of granting a certificate 
of necessity ? 

Mr. Davurn. With no one except our own organization. In order 
that this bureau, the Facilities Constrnctitn Bureau, not duplicate 
technical specialists in all of the industrial fields which are available 
in the Industry Operations Bureau, all of the necessity certificates 
operations are referred to specialists for examination there. Mr. 
McCoy and his staff. 

Mr. Harpy. You said you had conferences with nobody outside of 
your own organization in connection with the granting of a certificate 
of necessity. 

Mr. Davurn. No, sir. 

Mr. Harpy. Let’s take a look at the relationship between the grant- 
ing of a certificate of necessity and a loan. Would the question as to 
whether a certificate of necessity would be issued play any particular 
part in a decision to make a loan? 

Mr. Davuin. Not necessarily, sir. 

Mr. Harpy. In other words, you would consider that the loan might 
be advisable whether or not a certificate of necessity were granted ? 

Mr. Davin. That could be. 

Mr. Harpy. On a new venture, would it be normal procedure to 
grant a loan even though a certificate of necessity were not granted ? 

Mr. Davurn. That certainly could happen under normal procedure 
in any specific case. 

Mr. Harpy. Unless the facility is considered to be necessary in the 
interest of the national defense, it would not qualify for a direct loan, 
would it? 

Mr. Davin. I believe that is a matter of personal opinion, sir; that 
phrase “necessity certificate” is perhaps an unfortunate one. 

Mr. Harpy. We are talking about tax amortization. 

Mr. Davin. That is right. What is really meant there is a neces- 
sity certificate for tax amortization and just that. 

Mr. Harpy. That is correct. 

Mr. Davurn. It could very well be, as a matter of fact, that there 
are firms which are expanding which are not applying for necessity 
certificates. Conceivably, such a firm could be applying for a loan. 
And such a loan could be granted in the absence of a necessity certifi- 
cate. 

Mr. Harpy. That would be a rather unique sort of a situation, would 
it not? In the first place, the possible recovery of a loan might be 
governed to a considerable extent on whether or not tax amortization 
is granted. 

Mr. Davtirn. Yes. 

Mr. Buuerr. May I clear up one point? 

Mr. Harpy. Yes; I will be glad to have anything cleared up that 
you can. 

Mr. Butcer. As a matter of practice, we require a tax-amortization 
certificate to be cleared when we are making a loan, because, as a part 
of the payment of the loan, we require that the excess profits that 
result from the issuance of tax amortization be applied to repayment 
of the loan. 

Mr. Harpy. And it is something of a policy which you follow, then ? 
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Mr. Buxeerr. It isa policy, a practical lending policy. 

Mr. Harpy. So the proposition that Mr. Davlin was talking about 
is a hypothetical proposition that could not be done under existing 
policy ¢ 

Mr. Butcer. It is entirely possible, but, as a matter of sound lend- 
ing policy, we have followed that policy. 

Mr. Harpy. So, unless you granted a certificate of necessity in this 
case, you couldn’t have made a loan ? 

Mr. Buicer. This is a practice. We could have. 

Mr. Harpy. Under your existing policy ? 

Mr. Btrcer. This is a practice, not a policy. 

Mr. Harpy. What is the difference ? 

Mr. Buuerr. A policy is something that you follow almost in- 
variaoly in all cases; a practice is something that may not be followed 
in all cases. In making a loan there are cerain practices, but a policy 
is something that is publicly stated and is followed generally. A prac- 
tice, on the other hand, may not be followed generally. 

Mr. Harpy. You are beginning to split hairs now. 

Mr. Buieer. There is a difference. 

Mr. Casry. How many direct loans have been granted under 302? 

Mr. Buieer. Nineteen. 

Mr. Casey. Have you granted any of those loans without a cer- 
tificate being issued, a certificate of necessity ? 

Mr. Harrver. Yes. 

Mr. Casey. How many? 

Mr. Harper. I would say at least four or five. 

Mr. Harpy. For plant construction and expansion ? 

Mr. Harper. No, sir. 

Mr. Harpy. How would you grant a certificate of necessity on a 
working capital loan, for instance ? 

Mr. Harrrr. You wouldn’t. But we have issued loans without 
certificates of necessity. 

Mr. Casey. Have you issued any loans for plant construction not 
covered by a certificate of necessity ? 

Mr. Harper. Not yet, to my knowledge. 

Mr. Casry. So that so far, this practice is a policy; isn’t it? I mean 

is followed 100 percent. 

Mr. Buicer. It is a practice. It might be varied. 

Mr. Casey. Do you require as part of that practice not only that 
the certificate of necessity be issued, but the applicant take full advan- 
tage of that certificate during the course of the 5 years? 

Mr. Buueéer. That is right. That depends upon the financial cir- 
cumstances of the loan. None of these loans are gilt-edged loans. 
You understand that. 

Mr. Casry. Certainly. 

Mr. Buucer. If we did, by chance, get a gilt-edge loan, we might 
not require that. 

Mr. Harpy. The chances are you wouldn't get a gilt-edge loan to 
start with. If it was gilt-edged, they could get it from somewhere 
else and the banks would make the loan. 

Mr. Bueer. Of course, Congressman, that is the answer. 

Mr. Davuin. Mr. Hardy, I seriously thought you were asking a 
theoretical question. 

Mr. Harpy. I do sometimes ask them. 
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Mr. Davin. That was what I took your question to be. 

Mr. Benver. } don’t want to ask a theoretical question. I want to 
ask a very practical question. Granting that everybody in this trans- 
action is honorable—and I have no reason to question that at all— 
how in the world can three gentlemen come in with 600 bucks and 
get a loan of $8 million and, as a result of getting that loan of $8 
million, which they have in hand, they can go out and possibly raise 
a million dollars and have some speculators or fellows provide a 
million bucks for them to go ahead with the Government in back of 
them ? : 

Why, that is wonderful business. I would like to know something 
about that myself. I never dreamed that that was possible. 

Mr. Buueer. Congressman, you can state it that way; yet, on the 
other hand, when the loan was made, it was a stipulation that they 
would raise $1 million of their own money and put it in there. They 
would have a substantial equity in the proposition. 

Mr. Harpy. You did make a provision under which they could 
give a second lien for that million dollars. 

Mr. Buteer. I don’t recall the details. 

Mr. Harrer. Subordinated, and no payments could be made until 
our loan is paid. 

Mr. Harpy. That is equivalent to a second lien. You did not 
require that it be invested capital. 

Mr. Harper. That is right. 

Mr. Lantarr. You say the certificate was granted December 9, 
1950. When was the certificate applied for? 

Mr. Daviryx. On November 10. The face of the application says 
November 9. 

Mr. Lantarr. There was about 30 days consumed in your shop in 
the mechanics of making this survey and approving this certificate. 

Mr. Davuin. About that. 

Mr. Harpy. Longer than that. When was your certificate granted? 

Mr. Davin. December 9. 

Mr. Lantarr. What policies do you follow in approving these 
certificates? By that I mean it is not a policy to determine that there 
is a shortage of facilities existing in the country that could produce 
this pipe? 

Mr. Davurn. Yes, sir. 

Mr. Lantarr. What effort was made to determine what facilities 
existed anywhere in the country for the production of this pipe? 

Mr. Davurn. Sir, the Industry Operations Bureau in its various 
divisions is constantly 

Mr. Lanrarr. You are assuming they did it or you know they did it? 

Mr. Daviin. I am not assuming it. They are constantly making 
so-called supply and demand and capacity studies. They are very 
thorough and very complete. They can tell you very specifically what 
our tubular goods capacity is and what our requirements are going 
to be very specifically. 

Mr. Casry. Mr. Creedon, could I get some expression from you on 
the general policy in connection with the granting of these direct 
loans? Is the policy as reflected in this NSRB regulation that was 
issued back on September 9 under the Executive order of September 9, 
1950, the one? 

Mr. Creepon. Yes. I believe that is correct. 
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Mr. Buueer. Is that a mimeographed sheet ? 

Mr. Casey. That is printed in the Federal Register. 

Mr. Buterr. That is the one. 

Mr. Casry. I would like to read section 601.19: 

Security: Loans shall be secured by sufficient collateral: Provided, however, 
That any case where the collateral is insufficient, if the managerial ability of the 
borrower, the potentiality of the profits of the enterprise, and other relevant 
factors bearing upon the ability of the borrower to repay shall reasonably assure 
the repayment of the loan, the loan may be made on a partially secured or wholly 
unsecured basis. 

Am Feorrect in assuming that this loan falls within that provision 
of those regulations ? 

Mr. Creepon. Yes. 

Mr. Caszy. Am I further correct in assuming that it was the man- 
agerial ability of the borrower and the potentiality of profits that 
were deemed adequate to dispense with the security in this particu- 
lar case? 

Mr. Buicer. There was no dispensing with security, if I understand 
it, because we have security for the loan. 

Mr. Casey. The security is what? 

Mr. Buieer. The security is the complete plant. This is not an 
unsecured loan. 

Mr. Cassy. The security is a mortgage on this plant that they are 
going to build with the money ¢ 

Mr. Buterr. That is right. 

Mr. Casey. And no completion bond to require them to complete 
this plant? 

Mr. Buucer. No. 

Mr. Casey. Was there any completion bond ? 

Mr. Burcer. That would be under the requirements of the fiscal 
agency. The money is issued as shown to be needed, but there is no 
completion bond on the corporation to build a plant as such. 

Mr. Casey. Did the RFC make any recommendation with respect 
to a completion bond ? 

Mr. Buuieer. That I do not know. 

Mr. Casey. Doesn’t your record show that ? 

Mr. Buueer. They act as our fiscal agent after the loan is made. 
They act as though we hired a bank or someone else to build and com- 
plete the facilities. 

Mr. Casey. Don’t they act as your fiscal agent in making the pre- 
liminary credit investigation which also contains recommendations as 
to the security and managerial ability and potentiality of profits of 
these enterprises ¢ 

Mr. Bureer. They investigate for us. 

Mr. Casey. What was the recommendation in this case ? 

Mr. Buxeer. The recommendation of the RFC was to decline the 
loan. 

Mr. Casey. Can you summarize briefly their basis for declining this 
loan ¢ 

Mr. Butéer. I think we can dig that up for you. Do you have the 
RFC report here? We have several reports from them. This is dated 
January 5, 1951. 

Agency examiner recommended that loan be declined for the following reasons : 


1. The loan would not accomplish the purposes for which it is intended because, 
according to our investigation and analysis (a) the actual cost of the building, 
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machinery, and equipment, in our opinion, will exceed applicant’s estimate; (0) 
applicant has not provided sufficient working capital to meet the abnormal 
operating costs which will surely prevail while the new facilities are being 
adjusted and new help is being trained; and (c) applicant shows no source from 
which to obtain such additional funds as may be needed. 

2. Applicant’s estimate of net profits appears high as compared with earnings 
of other large and well-established steel and tube companies, making it doubtful 
that the loan could be repaid in accordance with its terms. 

3. The three principals who will comprise the active management have only 
a nominal investment in applicant corporation. 

Those are the conditions under which they declined it. Those are 
not the conditions under which the loan was made. 

Mr. Benpver. Are you inclined now to agree with those conclusions ? 

Mr. Bureer. As they were made at that time possibly they were 
correct. As the loan is proposed to be made, these conditions do not 
apply. 

Let’s take it that the three principals who comprise the active 
management had only a nominal investment in the applicant cor- 
poration. ‘That condition has been changed. They are now required 
to put in a million dollars. 

Mr. Harpy. They are not required to put in a million dollars. 
They are required to go out and do some promoting and get a million 
dollars from somewhere and under what consideration you haven’t 
made any requirements. 

Mr. Buterr. That is correct, Congressman. Private money, out- 
side money, to the extent of a million dollars has to be put into this. 
Some private party has to have a substantial interest in this. How 
they get the money and what terms they raise it on are something 
I don’t know. 

Mr. Harpy. So you are requiring a 10- or 12-percent equity ? 

Mr. Buurerr. That is right. 

Mr. Harpy. In a facility that hasn’t even been built and in which 
there has been no deduction for promotional costs or expenses and in 
which you know that, by the time the thing is completed, you will 
have a substantial depreciation unless you want to base it on con- 
tinually increasing prices, which, God knows, I hope we don’t have 
to go through with. 

Mr. Buueer. Going into this, Congressman, we have an expand- 
ing market in the product. These are arguments aside from the fact 
that it is material that is needed for the defense effort, and Mr. 
Fleischmann explained our conception of the “defense effort.” Here 
is material that is needed. It is not only material that is needed; it 
is premium material, because the pipe these people are to manufacture 
takes a premium of $15 to $20 a ton. 

Mr. Harpy. But you are making an assumption that this plant 
will be able to produce that premium product and produce it effi- 
ciently and effectively, and you are basing your prediction, you are 
predicating your whole argument, on the capabilities of the promoters 
of this venture; isn’t that about correct ? 

When you boil it down, unless you have that, you don’t have any 
premium product. 

Mr. Buricer. Congressman, you are perfectly correct in saying that 
the success of any enterprise depends upon the management. 

Mr. Harpy. That is one of the factors and also depends on whether 
you have enough money. 
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Mr. Buterr. That is correct. 

Mr. Harpy. RFC contended also there wouidn’t be enough money 
involved to do this job. 

Mr. Burcer. That was one of the reasons why the million dollars 
was required to be put into this enterprise, so there would be enough. 

Mr. Harpy. Did you make an analysis to determine whether that 
million dollars was going to be enough ? 

Mr. Butcer. Yes, we did. 

Mr. Benper. Don’t you think, Mr. Bulger, these people have a 
distinct advantage when they get a certificate with the conditions 
involved in connection with the issuance of that certificate and a loan 
for $8 million, even though they only have $600 themselves, that they 
could get a million dollars with that, with the United States Govern- 
ment in back of them to the extent of a certificate and $8 million, to 
go ahead and develop this enterprise ? 

Mr. Burerr. I think no one can deny that, Congressman, if they 
have an agreement and there is a loan, they could probably raise that 
money. Whether they ‘an or not, I don’t know, but we have re- 
quired it. 

Mr. Lanrarr. Do you rely on the RFC for financial and fiseal 
advice in connection with these loans as you do on the Industry Op- 
erations Bureau for certain other recommendations ? 

Mr. Burerr. No. 

Mr. Harpy. You accept your Industry Operations Bureau auto- 
matically without going behind the scenes, but you do not believe 
RFC, so you check that yourself. 

Mr. Buxcrr. We do not accept their recommendations unqualifiedly 
at all. 

Mr. Lanrarr. Why, if you consider the RFC as your fiscal agent, 
when they went into that from a financial standpoint and recom- 
mended that $214 million be required, do you lower it to $1 million 
as a condition precedent to granting it? 

Mr. Buieer. I don’t think so. The loan here was a loan for 
$6,985,000. There is more money in the proposition now. There is 
$8,800,000 now. 

Mr. Lanvarr. As I recall the testimony yesterday, RFC recom- 
mended to you $214 million be put into there before a loan be made 
if it should be made. 

Mr. Buterr. I don’t recall that $214 million, Congressman, but 
they are satisfied there is enough money in it now. 

Mr. Lanrarr. Let’s get the answer to that question. Didn’t the 
RFC mention yesterday that, if, notwithstanding the fact that this 
is not a sound loan, nevertheless, national defense requires it, they 
thought these were the minimum requirements: (1) that $214 million 
should be put up, and (2) a performance bond should be required. 
In each instance, although the national defense was considered, the 
RFC recommendations were completely ignored. 

Mr. Burerr. They were not completely ignored. They were 
considered. 

Mr. Lantrarr. Why did you lower to $1 million ? 

Mr. Buxerr. We think the loan as it stands now is enough and the 
estimates that have come in since then show we're right. 

Mr. Lantarr. What other consultants did you consult, with regard 
to the financial soundness of the loan ? 
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Mr. Burerr. We had our own staff. 

Mr. Lantrarr. Your people here? 

Mr. Buueer. Mr. Harper has a staff and, in my opinion, they are 
competent to rule on this. 

Mr. Harpy. The three of you gentlemen, I take it, are the ones 
who have the responsibility for reducing this down from $214 million 
and determining that, after they got the $1 million in addition to the 
money that the Government was going to put up, they would have 
enough money to run this little thing. 

Let’s have a little background as to your knowledge and financial 
experience and experience in steel operation of each of you gentle- 
men. 

Mr. Casey. Let’s begin with the man who signed the approval of 
the Joan. 

Mr. Buterr. I signed it. 

Mr. Casry. I believe Mr. Harper signed the loan approval. 

Mr. Harper. I signed the loan recommendation. 

Mr. Casey. Who else’s signature is on there besides yours? 

Mr. Burerr. At the time Mr. Creedon was sick, I was Acting 
Assistant Administrator. My signature is on there. 

Mr. Harpy. What is your background of experience in the field 
of finance? 

Mr. Buxerr. I have been a consulting engineer. I have written 
reports on set-ups that had to do with new enterprises. I am an 
engineer basically, but we engineers get into the development of 
enterprises. 

Mr. Harpy. How long have you been with the NPA ? 

Mr. Buterr. About 3 months. 

Mr. Harpy. What was your previous activity ? 

Mr. Buierr. I was with a firm of general contractors, Mason & 
Hanger. They are probably the oldest general contractors in the 
business. 

Mr. Harpy. You are fairly familiar with the required financing 
in the manufacture of steel tubing ? 

Mr. Buterr. I am not an expert on steel manufacture. I don’t 
intend to propose myself as that. 

Mr. Harpy. Are you an expert on financing of new businesses? 

Mr. Buteéer. I wouldn’t call myself an expert on that. 

Mr. Harpy. Let’s find out who is the expert. Mr. Harper, are you 
the expert on that? 

Mr. Harper. I wouldn’t say I am an expert. 

Mr. Harpy. You gentlemn reversed RFC and we want to find out 
who it is that is the expert who reversed RFC. 

Mr, Harper. I feel qualified to write up the terms and conditions 
for a loan to safeguard the principal. 

Mr. Harpy. How long have you been with the Government ? 

Mr. Harper. Since December. 

Mr. Harpy. Actually, then, neither of you gentlemen came into 
NPA until after this loan application was filed. 

Mr. Harper. That is right. 

Mr. Buterr. That is right. 

Mr. Harpy. What is your previous experience, Mr. Harper? 

Mr, Harper. Investment banking since 1921. 
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Mr. Harpy. Investment banking represents a wide field of activi- 
ties. I have known people who listed that as their occupation who 
were not more than security salesmen. I am not inferring that applies 
to you. I think we need clarification. 

Mr. Harper. I have been in the underwriting game—municipal ani 
corporate sides—buying and selling, setting up deals, refunding. 

Mr. Harpy. Have you been concerned with the underwriting of a 
steel tubing manufacturing plant? 

Mr. Harper. No, sir. 

Mr. Harpy. Have you ever done any underwriting for any steel 
manufacturing ? 

Mr. Harper. No, sir. 

Mr. Benper. Mr. Chairman, the gentleman listed as the moving 
spirit in this company, the president, as I understand, was—— 

Mr. Harpy. If you would defer that until we get through with this 
phase. 

Mr. Benper. I am trying to get from these gentlemen, whom I con- 
sider to be responsible, the responsibility of the persons. 

Mr. Harpy. Before we do that, let’s dispose of this phase that Mr. 
Lantaff opened up here, and I think you have a perfectly appropriate 
point to raise now. 

How about you, Mr. Davlin? What is your background in the field 
of finance and in the field of steel making ? 

Mr. Davin. None in the field of steel making and none in the field 
of finance. I have been a Government employee since I left col- 
lege. My training was in the field of economics and my work as an 
economist has had to do very largely with industrial development 
of regions and States, 

Mr. Harpy. But you don’t pose as an expert on finance ? 

Mr. Davin. No, sir. Nor did I do the analytical work in the field 
of finance that went behind the proposal here, sir, but, as one of Mr. 
Creedon’s staff, I was serving him. I have reviewed the terms as they 
developed and, in my perhaps inadequate judgment, but from an eco- 
nomic standpoint, from the availability of labor, raw materials, from 
the market need, it struck me as a sound and sensible proposal. 

Mr. Harpy. Do you feel qualified to substitute your judgment for 
the judgment of the RFC people who have been experienced in this 
type of business over a matter of years ? 

Mr. Daviry. I would not regard it as out of line if my colleagues 
here were to second-guess the RFC in this instance. I do think, sir, 
however, that in large part, the recommendations of the RFC, as | 
understand them, were (Slee nly 

Mr. Harpy. Let’s get back to Mr. Harper. Mr. Harper, you dis- 
claim any experience in the steel business. You say you have been in 
the investment banking business and you had some experience in un- 
derwriting. I think it might be well that we have a little more detail 
on that background. I want to find out what are the qualifications 
of the people who overrode the fiscal agent of NPA in this case. 

Mr. Harper. Did what, sir? 

Mr. Harpy. Overruled RFC, who is the fiscal agent for the NPA. 

Mr. Harrer. They will be when the loan is executed. 

Mr. Harpy. They were the agent in assembling credit data and 
that sort of business, 

Mr. Harrer. That is correct. They make a field survey for us. 
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Mr. Harpy. And they submitted recommendations which are in 
keeping with the policies which have been set forth for the handling 
of these loans? 

Mr. Harper. That is correct. 

Mr. Harpy. Would you give us a little bit more on the basis you 
were willing to substitute your judgment for the judgment of RFC? 
Mr. Harper. You mentioned the management. We have a manage- 
ment clause here, that the management may be kicked out if the man- 
agement is not satisfactor y to the fiscal agent and to us with 30 days’ 
notice. There are clauses throughout our certificate: that does not 

make it as loose:as you might think it to be. 

Mr. Casry. Did you know who the manager was going to be when 
you granted the loan ? 

“Mr. Harrer. We knew the management as listed. 

Mr. Harpy. You were satisfied with them as of that time ? 

Mr. Harper. But if they weren’t satisfactory, they could be re- 
moved. That goes into every loan we make. 

Mr. Harpy. I would like to go back to the fiscal side of the loan 
rather than the management. We want to get to the management, 
too. 

I want to find out the basis for the substitution of your judgment, 
apparently the judgment of you three men—if that is not correct, I 
would like that implemented. 

Mr. Buteer. I want to tell you that I had further qualifications. 
I was Director of Engineering for the Public Works Administration 
for several years. 

Mr. Harpy. I do not know whether that would qualify you. 

Mr. Buuorr. I think you would if you looked over the portfolio of 
loans they had. It was a very successful record. I am talking about 
the Public Works Administration, and I think the record of that 
portfolio was sufficient evidence to qualify anyone to pass on this out- 
side of claiming to be a financial expert. 

Mr. Harpy. I thought you said you didn’t claim to be a financial 
expert. 

Mr. Buteer. I said “outside of claiming to be a financial expert.” 
Tam an engineer. We are used to dealing with this sort of job. 

Mr. Suetiey. That was quite an enginering job. 

Mr. Harpy. I would like to get a little bit more information from 
Mr. Harper. You know, Mr. Harper, I mentioned a while ago that 
investment banking covers a wide area of activity and you and I 
know that. 

Mr. Harper. That is correct. 

Mr. Harpy. I have no personal knowledge of your background, but, 
in view of the fact that so many people can legitimately come under 
the classification of investment banking experience, I think that it 
might be a profit if we could get a little bit more of an idea of your 
associations. Sometimes fly-by-night promoters classify themselves 
as investment bankers. I am not attributing that to you at all. I 
don’t want to be misunderstood. But I want to be sure that we get 
into the record here the information which will absolutely eliminate 
any such suposition on the part of anybody. 

Mr. Harper. I started in the investment banking business with 
Harris Trust & Savings Bank in Chicago, hardly fly-by -night; the 
Detroit Trust Co. of Detroit ; the Guardian Guaranty Co. of De- 
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troit; John C. Grier & Co., New York; Wilmerding & Co., New 
York. 

Mr. Harpy. In the course of those activities—that is beginning 
to straighten things out a little bit for us—I believe you indicated 
that you had no experience whatever in the financing of any steel 
operations. 

Mr. Harprr. I never did. 

Mr. Harpy. In this case that we have, we had your financial back- 
ground with Mr. Bulger’s engineering background coordinated as a 
substitute for RFC’s judgment. 

Mr. Harrer. When you are given certain factors to work with, with 
the experience I have had, I can set up a deal which, if it is sound, I 
can set up on a sound basis. 

Mr. Lantarr. What type of securities did you buy and sell for 
these companies ? 

Mr. Harper. Municipal and corporate. 

Mr. Lantarr. Mostly municipal and corporate. 

Mr. Harper. Yes, sir. Railroads. Reorganizations. 

Mr. Lantarr. What company were you with at the time you came 
to the Government in December 1950? 

Mr. Harper, I wasn’t with a company. I was down at Charlottes- 
ville, Va. 

Mr. Harpy. You were in a good State. 

Mr. Benver. I don’t know anything about the investment banking 
business, but I believe it is essential that you determine the experience 
of the people and their qualifications to some degree and their actual 
take over a period of years, what was done and how they managed 
their business and whether or not their businesses went bankrupt and 
whether they were thriving businesses, and so on. Did you take that 
all into consideration with respect to your dealings with these people? 

Mr. Harper. I think there was a report as to their background. 

Mr. Harpy. Are you wholly satisfied with that ? 

Mr. Harper. If there was any doubt in our minds, we strengthened 
our management agreement. 

Mr. Harpy. Was there any doubt in your mind? 

Mr. Harper. The only doubt in my mind was when the application 
originally was filed and the application to which the RFC originally 
got out the report, was for a loan of $5,200,000, $1,000,000 of which 
was working capital. ‘That was the original application, the one on 
which the RFC gave its report. 

Mr. Harpy. I am talking about qualifications of the individual 
people, the point that Mr. Bender raised, the individuals who were 
stockholders of the corporation. Were you satisfied of the capabili- 
ties of this group to go ahead with a successful proposition ? 

Mr. Harper. It was felt they could if they got sufficient money to 
build a plant. 

Mr. Harpy. You were familiar with the background of the promo- 
tional activities of one or more of these three incorporators ? 

Mr. Harper. I had seen it in the RFC report. 

Mr. Harpy. Had you seen it in the hearings of the Senate commit- 
tee back in 1941 and 1942 in connection with some organizations that 
these individuals were then sponsoring ? 

Mr. Hareer. No, sir. 
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Mr. Harpy. And you are not familiar with the background of Mr. 
Dowd ? 
Mr. Davuin. I have here a copy of this Vulcan Iron Works, his 
} connection with it as vice president. 
Mr. Harpy. You are familiar also with Mr. Dowd’s connection with 
the Empire Ordnance Corp. ? 
Mr. Davuin. Yes, sir. 
Mr. Benver. Ordnance Instrument Corp. ? 
Mr. Lanrarr. Let’s ask what happened to each of those companies. 
Mr. Harpy. Are you familiar with the record of accomplishment of 
' those companies ? 
Mr. Davin. I believe most of it was after he left. 
Mr. Harpy. What was that? 
Mr. Davurn. I said he had left the Vulcan Iron Works. 
Mr. Harpy. He had left the Vulcan Iron Works. Are you familiar 
with the circumstances under which he left that outfit ? 
Mr. Davin. I am not familiar with it ; no, sir. 
Mr. Harpy. Are any of you gentlemen familiar with it? 
Mr. Lanrarr. Did you check prior to approval of this loan of some 
| Tor 8 million dollars ? 

Mr. Butcer. Check the complete background ? 

Mr. Lanrarr. On this man. 

Mr. Butcer. No; we didn’t go back to that. We didn’t go back to 
any hearings. 

Mr. LantraFr. Without reference to any hearings. 

Mr. Benper. Are you aware of his association with Frank Cohen? 

Mr. Harper. There is something in the RFC report to that effect. 

Mr. Casey. Isn’t mention made in the RFC report of these hearings 
the chairman referred to ? 

Mr. Harper. I don’t recall. 

Mr. Casey. You received all the reports that the RFC made on this 
venture ? 

Mr. Harper. Yes,sir. Isay “yes.” I suppose we have. 

Mr. Casry. Included among those reports was there a brief back- 
ground of each of these three men ? 

Mr. Harper. Yes, sir. 

Mr. Casey. I wonder if you would look at the background of Mr. 
Benjamin S. Dowd as contained in that report. 

Mr. Harpy. My only purpose in pursuing this was to determine the 
basis upon which NPA considered that there was a likelihood of a suc- 
cessful and satisfactory management. That is the only purpose I have 
in pursuing this angle. 

Mr. Mraper. Mr. Chairman, may I ask a question ? 

Mr. Harpy. Yes. 

Mr. Meaper. Was any record made or memorandum made of the 
reasons for NPA differing from the recommendations of the RFC? 

Mr. Buterr. I don’t think there is any specific report or memo- 
randum that recorded that. 

Mr. Mraver. My point is this, Mr. Bulger: RFC not only made 
recommendations for declining this loan, but they specifically stated 
why, showing the facts and the considerations which, in their judg- 
ment, added up to the conclusion that it was a bad loan. You people 
overruled their judgment and concluded that it was a good loan, Do 
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you have any similar record of the facts and reasons which impelled 
you to the conclusion that it was a desirable loan ? 

Mr. Butcrr. No; other than the fact that the loan, as it has finally 
come out, is a different proposition than the one on which this re- 
port which I read was made. 

Mr. Mraper. Watever your conclusion was, do you have any memo- 
randum of the facts and reasons and considerations which impelled 
you to the conclusion, whatever it was? 

Mr. Buterr. We very simply analyzed the loan and we have such 
an analysis as we approved it. That is all. 

Mr. Meaver. Don’t you think it would be desirable when you are 
dealing with public funds to have a factual record of the basis of your 
determination ? 

Mr. Butcer. We do have it in the report, but not a specific memo- 

randum as to why we differed with the RFC. 

Mr. Mraper. I am not talking about your conclusions. That is in 
the record. But I am talking about the factual basis for your con- 
clusions. 

Mr. Buterr. That is in a report as to why we approved the loan. 

Mr. Mraper. Do we have that report? 

Mr. Harpy. No. I think we should be furnished with a copy. | 
think RFC testified it didn’t meet any of their requirements for a 
loan under their authorization and they stipulated certain considera- 
tions which, in its judgment, should be required in the event a loan 
was made by NPA, and the thing we have been trying to find out is 
this. I am not taking the position that RFC was right and NPA 
was wrong, but I am trying to find out what was their basis for de- 
termining that RFC was wrong and for modifying their recom- 
mendation. 

Mr. Mraper. Do you have such a memorandum ? 

Mr. Buuerr. Yes. We have a memorandum that was made setting 
forth the basis for making the loan. 

Mr. Mraper. Would you give us the date? We have a memo- 

randum. 

Mr. Buteer. This is dated January 27, 1951. It is to the National 
Security Resources Board from Facilities Construction Bureau, sub- 
ject LAC 1, Hazelton Steel & Tubing Corp. It states the nature of 
the business, the purpose, the need for proposed facilities, credit state- 
ment. 

Mr. Meaper. We have that memorandum, Mr. Bulger, but it doesn’t 
contain a factual basis for your decision. It does contain the terms 
and conditions upon which the loan was recommended, but I was ask- 
ing for something that would precede the decision, such as the memo- 
randum which RFC furnished this committee. 

Mr. Butcer. No. 

Mr. Mraper. Do you have an additional memorandum to the one 
you referred to, which the committee already has in its files? 

Mr. Buucrr. Nothing, except something that would state the need 
for the project. 

Mr. Mraper. Do you have any working papers which you use for 
your own internal purposes, noting the investigations you made of 
the desirability of this particular loan? 

Mr. Butorr. Yes. 
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Mr. Benver. Mr. Bulger, don’t you think, in the light of recent 
| headlines in newspapers regarding the RFC, that if this doesn’t meas- 
ure up to RFC standards, the committee has a right to raise their eye- 
| brows collectively ¢ 

| Mr. Bureer. Under the circumstances, Congressman, I cannot but 
F agree with you; but, on the other hand, I am firmly convinced that 
' this isa desirable loan to make. 

| Mr. Benpver. Even with the 600 bucks they have to start with 
) originally? 

' Mr. Burerr. Yes. There are other factors which, if I may, I will 
» explain. Here is an area which has had serious unemployment. The 
men who are idle can be put to work through the granting of this 
loan, and they can be put to work in a defense plant. 

' Mr. Benner. I understand they want to use a race track, the value of 
§ which they put in as $100,000 for 27 acres, and the RFC says it is 
» actually worth $13,000. 

Mr. Buuerr. The RFC is the fiscal agent and it will not permit them 
to pay more than a reasonable value. It is their job as fiscal agent 
' tosee that this money is spent properly. 

Mr. Benper. You have raised a point that hasn’t been raised be- 
' fore in connection with this, that there is an unemployment situation 
' inthisarea. Where did that enter in the picture? 

' Mr. Burerr. It was present in the application and verified by the 

' Department of Commerce. 

Mr. Benper. Who verified it? 

| Mr. Bouteer. Mr. Davlin can give you better information than I 
can on that. He has previously been investigating that sort of thing 

| for the Department of Commerce. 

Mr. Benper. All right, Mr. Davlin. 

Mr. Davirn. The Department of Labor breaks down the Nation 
in what are called labor markets, labor market areas—some 150 of 
them—and it keeps a monthly count of employment and unemploy- 
ment in those areas. 

This labor-market area is known as the Wilkes Barre-Hazleton la- 
bor-market area. I have before me a regular periodic report of the 
Department of Labor, Bureau of Employment Security, dated Jan- 
| uary 30, which shows all of the areas all over the country and the 
| status of employment in them. 

This particular area is the heart of the anthracite area of Penn- 
sylvania. 

Mr. Harpy. Did you dig this information up of your own efforts 
or where did it come from? How did it get into your files? 

Mr. Davin. I receive these materials regularly from the Depart- 
ment of Labor. 

Mr. Harpy. This was dug up by you from the files of the Depart- 
ment of Labor and not presented by somebody from the outside? 

Mr. Davuty. That is right. 

Mr. Brenpver. You find considerable unemployment in that area? 

Mr. Davurn. Yes, sir. 

Mr. Benpver. Due to strikes in the mines? 

Mr. Davin. No, sir; due to the decline in anthracite mining. May 
[ hold forth for just a moment on that? 

Mr. Harpy. Go ahead, sir. 
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Mr. Davury. This is the heart of the anthracite area of Pennsy). 
vania, which has been in dire trouble. 'We made a study of this are 
for Congressman Fenton back in 1948. We found then in Schuy)kil| 
County that there was the highest employment we ever knew in the 
Nation, yet in this county there were 18,000 unemployed people, mos 
of them men, and a large percentage of them veterans. 

In 1917, which was the peak year of anthracite production, this 
general anthracite area produced a little over 100 million tons. In 
1945, it produced 56. 

In 1914, which was the peak of employment in the anthracite mining, 
there were 181,000 jobs in anthracite mining. In 1945 there were 
76,000. 

So that there was a decline in total production and employment. 
In addition to that, through mechanization, the output per miner 
increased from 430 tons a year in 1899 to 735 tons per year in 1945, 

In this particular labor-market-area today there are roughly 12. 
000 unemployed. 

Mr. Harpy. Am I to understand from this discussion that: the basis 
for deciding to approve this loan was because of depressed economic 
conditions where the plant was to be located ? 

Mr. Davin. No, sir. 

Mr. Buteer. No. 

Mr. Harpy. Why did that enter into consideration ? 

Mr. Davurn. The utilization of manpower is a vital thing to the 
program. 

Mr. Harpy. It is. There might be justification from the stand- 
point of the economics of the area to have a plant put there. Whether 
it is justified under the provisions of this act is something else. 

Mr. Davurn. That is very true, sir. 

Mr. Harpy. You just said that the economic condition of the area 
was not a factor in deciding to grant the loan, and then you tur 
right around and say the utilization of the manpower in that area was 
a factor in granting the loan. 

Mr. Davin. The utilization of manpower is certainly an impor- 
tant thing. ; 

Mr. Harpy. Of course, it is important. There isn’t any argument 
about that. I am just trying to find out where that factor enters into 
the granting of a direct loan under the Defense Production Act. 

Mr. Buxerr. I can explain that. That was not the controlling fac- 
tor. It was a factor. If the plant happens to be in an area that has 
manpower available that otherwise might not be utilized, it is an im- 
portant factor to consider. 

Mr. Harpy. I will give you another illustration. You approved a 
certificate of necessity for the construction of a plant in Newark, Del, 
a big plant that will employ an awful lot of people. Did the man- 
power factor enter into that decision? Did the manpower situation 
in that area influence the granting of the certificate of necessity ? 

Mr. Burcrr. You have me there. I don’t recall the circumstances. 

Obviously, if a plant comes along in an area that has unemploy- 
ment and where it is shown that in the last world war there was still 
unemployment in that area, it is desirable to have a plant in that area 
and put people to work in defense work. 

Mr. Harpy. It may well be that this plant will be a godsend for that 
community and that something of this nature is badly needed in that 
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community, and undoubtedly it is true that we should try to utilize 
the manpower of the Nation as best we can, but I am trying to see 
where it fits into this picture, and I am trying to find out also what 
outside influences were brought to bear in reversing the RFC’s posi- 
tion and granting what on the surface at least appears to be a most 
unusual type of loan, where people with $600 investment get control 
of $8,000,000 of taxpayers’ money. 

Mr. Buucer. You have brought up a point about outside influences 
brought to bear in reversing the RFC position. There were no out- 
side influences. No one except the principals dealt with me. There 
was no intermediaries. 

Mr. Harpy. You are not aware of any intermediary having any 
contact with you in the approval of the loan? 

Mr. Buxerr. No; just those three people who are principals in the 
matter. 

Mr. Harpy. Mr. Harper, does that same statement apply to you, and 
Tam calling attention to the fact that this committee is not out hunt- 
ing for ani botly to pin anything on. If we were, we would have put 
you under oath. But I am trying to look for information, and I have 
some information to the contrary, I want to say to you. 

Mr. Harper, are you aware of any outside influences whatever other 
than the people involved in this particular application ? 

Mr. Harver. No, sir. 

Mr. Harpy. Mr. Creedon, I would like to ask you the same question. 

Mr. Creepon. No, sir. 

Mr. Harpy. Mr Harper, I want to ask you one other question You 
have been in the investment banking business over a long period of 
years. You have indicated connections with some old-established 
institutions. Did you ever before have presented to you a prospectus 
for an 8- or 10-million-dollar corporation in which the owners had 
only $600 invested ? 

Mr. Harper. I do not believe I ever did. 

Mr. Harpy. Yet you consider yourself qualified to approve such a 
loan. What would you have done when you were in the investment- 
banking business if someone came to you with a proposition of this 
kind? 

Mr. Harper. I would have put conditions in that loan the same as I 
put in here. 

Mr. Harpy. Did you ever find an operator of a business who had no 
more than a nominal investment in it who was particularly concerned 
about the amount of investment others had? Isn’t that one of the 
criteria of any sound business enterprise ? 

Mr. Harrer. Not necessarily. It is a big one, but it isn’t necessarily 
the final one. 

Mr. Harpy. It is one of the basic criteria. 

Mr. Harper. That is correct. 

Mr. Harpy. And unless you have people who have a history of per- 
formance, a history of integrity and of capabilities, it would he a very 
dubious judgment to approve a financial structure in which he had no 
personal investment of consequence ? 

Mr Harper. We provide that a million dollars would go in. 

Mr. Harpy. You didn’t provide that a single member of the operat- 
ing family would have another dollar of investment. 

Mr. Harper. That is correct; we did not. 
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Mr. Harpy. So that you did not in any manner increase the ac- 
countability or the over-all loss which might be attributable to any- 
one in the management family. 

Mr. Harper. Tf anyone loaned them a million dollars, they cer- 
tainly would have confidence in them. 

Mr. Harpy. Does that necessarily follow ? 

Mr. Casey. Would it have been possible, Mr. Harper, to have re. 
quired some personal guaranties behind this loan ? 

Mr. Harver. To my knowledge, it wouldn’t be worth very much. 

Mr. Casey. Why not? 

Mr. Harper. I know nothing about the personal wealth of the men 
backing it. 

Mr. Harpy. You didn’t investigate that ? 

Mr. Casey. Is that not in the RFC report? Is it not a fact that 
the Dun & Bradstreet report showed that the president of this com- 
pany had a net worth of $100,000 ¢ 

Mr. Harper. If it is in the report, it must be true. 

Mr. Harpy. You didn’t concern yourself with the financial ability 
of the three men who were involved ? 

Mr. Harper. Perhaps not as much as I should have. I was look- 
ing at the proposition and whether it was a proper loan and essential! 
to the defense effort. 

Mr. Harpy. Would you have committed the resources of any in- 
vestment banking firm with which you have previously been connected 
to a proposition of this nature ¢ 

Mr. Harper. If it were properly safeguarded, yes, sir. 

Mr. Harpy. With only a $600 investment by the owners? 

Mr. Casry. Let me clear up the record here for a minute. On the 
basis on which the recommendations of RFC were second-guessed by 
NPA, are you familiar with a letter of January 15, 1951, addressed to 
Mr. Creedon by the Secretary of RFC, in which their specific rec- 
ommendations were made with respect to this loan ? 

Mr. Harrer. Not from that description. 

Mr. Davin. That is the transmittal. 

Mr. Casey. It refers to the terms and conditions upon which they 
recommend the loan should be granted if it were determined that it 
were absolutely essential in the interest of national defense. 

Mr. Harper. Is that a letter? 

Mr. Casry. Yes; of January 15, 1951. 

Mr. Davriin. Those suggestions would be in their report. 

Mr. Casey. Is it not a fact that they suggested that, if the loan had 
to be granted, it should require $214 million of equity capital and a 
completion bond guaranteeing the completion of the building and the 
machinery and equipment ? 

Mr. Buucer. Yes. Here is the letter. 

Mr. Casey. I got the impression that the reasons for the reduction 
of that $214 million was because the amount of the loan had been in- 
creased ; is that correct? 

Mr. Burérr. The amount of the loan was increased. You are cor- 
rect. 

Mr. Casry. Am I correct in the impression that the more money 
the Government puts in, the less money the people should put in as 
equity capital? 
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Mr. Butcer. That is right. That comes out with the total amount 
required. 

Mr. Casey. If it was stepped up higher, you wouldn’t need the 
million dollars ? 

Mr. Butcer. You would need the million dollars to get owner’s 
equity in the thing. 

Mr. Casey. Are you people aware of the arrangements made to 
supply the million dollars ? 

Mr. Butcrr. I am not personally aware of how they are going to 
raise the money. 

Mr. Casry. Are you, Mr. Harper? 

Mr. Harper. [ have been told the arrangements to be made. I have 
not seen final arrangements. 

Mr. Casry. When were those arrangements made with respect to the 
date that your loan was approved? Before or afterward / 

Mr. Harper. They were working on it during the period the loan 
was approved. They said they would come in with it, but they had 
to have the amendment for the loan before they could get the commit- 
ment; that is, the commitment for the loan. 

Mr. Harpy. Then you were aware of the type of financing they 
would use to raise the million dollars at the time you approved the 
loan ¢ 

Mr. Harper. That is right. 

Mr. SuHewiey- They had to get the loan approved to get the million, 
but they had to get the millon in order to get the money from the 
Government ? 

Mr. Harper. That is correct. 

Mr. Harpy. In spite of the fact that you knew the type of loan, knew 
the manner in which they were proposing to get this million dollars, 
you considered that that fulfilled the requirements of additional 
owners’ equity ? 

Mr. Harrer. We didn’t specify owners’ equity. 

Mr. Harpy. That was the term you used a moment ago, and that is 
why I used it. 

Mr. Harper. We specified 1 million dollars would be injected in the 
company. 

Mr. Harpy. Then I ask you the question: Why didn’t you specify 
owners’ equity ? 

Mr. Harper. I think we did at one time, but it wasn’t specified in 
the discussion. 

Mr. Harpy. Why did you leave it out? You knew the type of loan 
they anticipated getting. 

Mr. Harrer. In our discussion it was felt that a million dollars had 
to be injected into the company. 

Mr. Harpy. You didn’t care where it came from and it didn’t con- 
cern you that the owners had only $600 in it? 

Mr. Harper. As long as it was coordinated with the Government 
loan. 

Mr. Harpy. Here is a case where three people have a total of $600 
in a corporation and they propose, and you were aware of their pro- 
posal, to pay themselves $40,000 or $50,000 for the president and 
$25,000, I believe, for each of the others as salary, so they could, 


83530—51——-11 





156 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


within a week’s time, each of them, have back his entire investment. 
If he lost every dollar, it wouldn’t cost him one iota. 

Mr. Harper. That has never been accepted. Either one day this 
week or last week, I talked to the RFC, discussed the question. They 
called me on it. They said they wanted to date these salaries back to 
October 1. I told them we wouldn’t go for that. 

Mr. Harpy. You are willing to leave it to the RFC, your fiscal] 
agent, to settle the matter of salaries and put them in the position 
where they have to negotiate on the basis, shall we say, of fancy sala- 
ries against an investment of $600 ? 

Mr. Harrer. I do not believe you will find fancy salaries. 

Mr. Harpy. You are willing to trust them to arrive at that deter- 
mination, but you were not willing to accept and trust them in the 
preparation of the information on which a loan should be paid. 

Mr. Harrer. Not in the entirety; no sir. It isn’t a question of 
trust. It is a defense loan to be made for the defense effort to get 
tubular steel for the oil companies. 

Mr. Harpy. Nobody else was in a position to make this and expand 
their facilities? 

Mr. Harper. Not in sufficient quantities. 

Mr. Harpy. Nobody who is making it would have been eager to 
accept a loan of this type with a certificate to amortize their taxes! 
Did you satisfy yourself that that situation existed ¢ 

Mr. Harver. There were no other loan applications before me. 

Mr. Harpy. I didn’t ask you that. Do you know whether there was 
anybody else in the business of making tubular steel who had the 
capabilities of expanding their plant and was willing to expand their 
plant? 

Mr. Harper. I think there were. 

Mr. Harpy. But notwithstanding this, you considered this? 

Mr. Harper. This was small business. 

Mr. Meaper. Rather, nonexistent. 

Mr. Harpy. Mr. Meader. 

Mr. Meaper. Mr. Harper, was this Hazleton Steel loan handled in 
the usual fashion in which you handle loans in the Defense Produc- 
tion Administration ? 

Mr. Harper. It was one of the early ones we made. 

Mr. Mraper. Would you say there was anything unusual about 
this particular loan, from the point of view of the manner in which 
it was handled ? 

Mr. Harper. I do not understand what you mean by “manner.” 

Mr. Meaper. Did you handle this loan the same way you did all the 
other loans you passed on ¢ 

Mr. Harper. Our mechanics of handling a loan are gradually im- 
proving as we get more manpower to put them through. This is not 
the manner which we are using today. 

Mr. Mraprr. How many loans have you granted ? 

Mr. Harper. We granted 19. 

Mr. Meaper. Is there anything different about the manner in which 
this loan was granted and the other 18 loans which you have approved / 

Mr. Harrer. With additional manpower in cur own organization, 
we have smoothed out the handling of the loans a great deal more 
than we did at the time this one went through. 
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Mr. Meaprer. You think there has been some improvement in your 
procedures ¢ ‘ : 

Mr. Harper. There has been. We were handicapped for lack of 
personnel, 

Mr. Meaper. Other than that gradual improvement, this was 
handled as any other loan would be, wasn’t it ? 

Mr. Harper. Yes; I would say so. 

Mr. Meaper. They weren’t given special treatment. Mr. Dowd, 
Mr. Charles—they were not given any special treatment, were they ¢ 

Mr. Harper. That is correct. 

Mr. Meaper. In other words, this is typical of the way you pass 
on loans down there ¢ 

Mr. Harper. We don’t give any special treatment to anyone. 

Mr. Meaper. You would say the manner in which this Hazelton 
loan was considered and approved by your agency was typical; is 
that right ? 

Mr. Harper. At that time; yes, sir. 

Mr. Meaper. Did I understand that you made any credit inquiry 
at all about the background of these individuals? 

Mr. Harper. No, sir. 

. Meaper. You didn’t ask for a Dun & Bradstreet report ? 
. Harrer. We did not. 

Meaper. Is it customary in the banking business to inquire 
from established agencies, such as Dun & Br adstreet about the credit 
rating of the individuals with whom you are considering doing 
business ? 

Mr. Harper. We took the RFC report for a credit rating and it 
included the Dun & Bradstreet report. 

Mr. Meaper. Did you have any information about the credit of 
these individuals other than that contained in the RFC examiner’s 
report. 

Mr. Harper. No, sir. 

Mr. Meaper. Did you know these men personally ? 

Mr. Harper. Not until they came into the office. 

Mr. Meaper. Never heard of them before ? 

Mr. Harrrer. No, sir. 

Mr. Meaprer. Were they recommended to you by someone in whom 
you had confidence ¢ 

Mr. Harper. No, sir. 

Mr. Meaper. So your judgment that they could do this job for 
which you approved the loan was based on the record and your own 
acquaintance with them after they became applicants? 

Mr. Harper. Not my acquaintance with them, but the necessity for 
the facility. 

Mr. Meaper. I am not talking about the need for the particular 
plant. I am talking about your investigation of the credit and the 
character and the capacity of these individuals. Did you make any in- 
vestigation independent of what you got from RFC? 

Mr. Harper. No, sir. 

Mr. Meaper. Don’t you think it was important to know whether 
or not these men could manage the $8,000,000 and come up with a plant 
and a product that was so necessary ? 
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Mr. Harper. In the case of all these loans, we rely upon our fiscal 
agent to be custodian of the public funds, and they must have certifica- 
tion, proper statements, bills due before the funds would be disbursed. 

Mr. Meaprr. My point is that you have the responsibility of de- 
ciding whether or not this $8,000,000 in this instance should be loaned 
for the defense effort; is that not true? 

Mr. Harper. In the main; yes, sir. 

Mr. Meaper. That responsibility is vested in your agency. 

Mr. Harper. That is right. 

Mr. Meaper. And you have a limited amount that you can loan for 
that purpose; isn’t that true? 

Mr. Harper. Correct. 

Mr. Meapver. If you loan all that money to people who cannot 
accomplish the result, it isn’t available to someone who might be able 
to? 

Mr. Harper. That is the reason we insisted the amount be increased 
from $5,200,000 to $8,800,000 of the Government fund. With $8, 
800,000 it was felt they would produce the steel needed for the defense 
effort. 

Mr. Meaper. I am trying to get at the point whether or not you 
regard yourself as having responsibility for selecting individuals who 
are to receive this Government aid for the purpose of accomplishing 
the objectives of the defense effort. Don’t you regard yourself as 
having that responsibility ? 

Mr. Harper. Yes, sir. 

Mr. Meaper. All the information RFC gave you would have indi- 
cated that these people were not capable of accomplishing the job 
you had in mind; isn’t that true? 

Mr. Harper. According to their report, that is true. 

Mr. Meaper. You based your opinion on nothing but their report. 
You had no outside information. 

Mr. Harrer. That is correct. 

Mr. Meaper. It should have led only to the same conclusion they 
came to, shouldn’t it? 

Mr. Harrer. From a credit point of view, perhaps that is true. 

Mr. Meaper. And you had no other information about their ca- 
pacity to build this plant and produce these products, did you? 

Mr. Harrver. We accept their engineer’s figures that it could be 
produced for that amount of money and that amount of money would 
produce 120,000 tons of steel tubular goods for the oil companies. 

Mr. Harpy. The engineer’s figures as to what a plant like that could 
put out wouldn’t give any indication of the capacity of these three 
individuals to operate that plant successfully. 

Mr. Harper. If these three individuals did not operate that plant 
successfully, our management agreement written into the certificate 
provides for removal of them, and that is true of all applications. 

Mr. Harpy. On that particular point, you would propose if the 
management fell down on the job, to take the thing over. Do you recall 
the RFC estimate of what the value of the plant would be if you had 
to do that ? 

Mr. Harrer. We didn’t contemplate taking it over. We contem- 
plated changing the management, That is what our management 
agreement provides for. 
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Mr. Harpy. Changing the management? 

Mr. Harper. Yes, sir. 

Mr. Harpy. I think I ought to read the paragraph from the RFC 
report on that particular subject. Reading from the RFC report: 


We concur in the agency’s figures for the cost, net worth, book value and 
appraised value, but believe the liquidated value given is considerably too high. 
We consider that, if it could be disposed of as a going concern, the project can 
pe sold at the agency’s liquidated value figure, or perhaps somewhat more; how- 
ever, Should it be necessary for the Government to take over the project because 
it could not operate it at a profit, we believe it would be necessary to dismantle 
and dispose of the project on a piecemeal basis, and under those circumstances 
we do not believe the project could bring more than $144 million or possibly 
$2 million. 

With respect to the management capabilities, the RFC report fur- 
ther says: 

We seriously question whether the newly organized applicant corporation con- 
sisting only of three officers either has or will be able to obtain such qualified 
technical or operating personnel as will be required to satisfactorily construct 
or operate this project. 

Mr. Harrer. That is opinion. 

Mr. Harpy. That is correct. And you are substituting your opin- 
ion for that, and you admit you do not know anything about the three 
people who are involved. You didn’t even read the background which 
their report referred to and you professed no knowledge of the in- 
formation which RFC gave you concerning the data furnished in the 
Dun & Bradstreet reports. So in your ignorance of what was in the 
Dun & Bradstreet report, in your ignorance of the individuals involved 
and their backgrounds, you substitute your judgment for RFC’s, 
which did have the benefit of that bac ‘kground information. It is a 
matter of judgment, that is correct. But I am just asking you about 
the value of judgment based on some information which you profess 
not to have and yet you substitute your judgment for that. It that 
a correct statement or is it wrong? 

Mr. Harper. As to dismantling the plant and selling it piecemeal, 
we considered that any we didn’t “consider it to be a fair value to give 
this option. We provided for a change of management, not disman- 
tling of the plant. 

Mr. Harpy. So in case one group failed to manage it, you were 
going to experiment with another, which might make sense. 

Mr. Harrer. We would bring in another management. 

Mr. Harpy. If that didn’t work out, you have to do something else, 
wouldn’t you? 

Mr. Harper. You probably would; yes, sir. 

Mr. Harpy. What about this question that you just referred to, 
their judgment on management ? 

Mr. Harper. I think I referred to their judgment on what the plant 
would bring. 

Mr. Harpy. I am talking now about the management question and 
the capabilities of the people who were organizing the corporation. 
I read what RFC said and you called attention to the fact that that 
was a matter of judgment of RFC, and I concur that is correct. But 
you have expressed a feeling, I think, that this outfit would be able to 
operate the plant satisfactor ily or would secure management to oper- 
ate it satisfactorily, and I ask your for the basis upon which you sub- 
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stitute your judgment on that point for RFC’s judgment. Maybe 
you have a good basis. 

Mr. Buerer. Mr. Hardy, may I say something? 

Mr. Harpy. By all means. 

Mr. Buteer. I talked to these people myself. 

Mr. Harpy. Is that the basis on which you were willing to substitute 
your judgment for what was reported to you by RFC, on the basis of 
what they told you themselves ? 

Mr. Buierer. And what evidence they brought in. 

Mr. Harpy. What evidence did they bring ¢ 

Mr. Buterr. I questioned them on several points about this plant 
and when a question came up on one point, they brought in a consulting 
engineer, whois aneminent man. It so happened the consulting engi- 
neer they brought in agreed with me. 

Mr. Harpy. Was he the man who wanted to use the cartridge plant? 

Mr. Buteer. No. The question had to do with electric furnaces. 
Their consulting engineer agreed with me on the matter. It was a 
matter of opinion. 

I have talked with these men on several occasions, and I think that 
they will manage the plant. I think they will run it. I think if they 
get the million dollars to which I believe they will be obligated—— 

Mr. Harpy. Have you made a study of the background of these 
individuals ? 

Mr. Burerr. I have made a study of the background. I have 
their record here. You might want these. 

Mr. Meaper. Are those records furnished to you by the individuals 
themselves ¢ 

Mr. Burarr. Yes. 

Mr. Meaper. Did you make any other check besides what they told 
you ¢ 

Mr. Buieer. Except the RFC report. They had statements about 
them, too. The test is if they can get out there and raise the million 
dollars. If they do that, they will have sufficient people who have 
confidence in them to do it. 

Mr. Mraper. Did you ever hear of the Empire Ordnance Corp. ? 

Mr. Burerr. No; except that I see it in here. When the Congress- 
man referred to these hearings in 1941 and 1942, I confess I didn’t 
know about those. 

Mr. Mraper. You never saw newspaper accounts of an SEC inves- 
tigation of Empire Ordnance ? 

Mr. Bureer. No. 

Mr. Casey. Did you know that Mr. Dowd was president of Empire 
Ordnance? 

Mr. Buteer. I believe it is stated here. 

Mr. Daviin. The application stated some personal history of these 
men, and with respect to the Empire Ordnance Works on Mr. Dowd, 
the application or an attachment to the application states that for the 
first 10 months of 1940 and 1941 of the operations of Empire Ordnance 
Mr. Dowd supervised the installation of the plant. 

Mr. Casey. Just a minute now. Does it say how much capital 
stock he had in that company ? 

Mr. Davriin. No, sir. 

It says, “Following that period, resigned as president but continued 
as a member of the board of directors until 1943.” I assume that 
would mean he held stock in the company. 
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. Casey. Does it say there at any time how much money he put 
inti aa ut company out of his own poc ‘ket 2 

Mr. Davirn. No, sir. 

Mr. Casey. Would you be surprised if the public records show that 
for 10 percent « ‘apital stock he contributed nothing to the Empire 
Ordnance Co, in 1941? 

Mr. Davin. I would. 

Mr. Casey. Would you be further surprised to know that the treas- 
urer owned 10 percent capital stock and he contributed nothing for 
that stock ? 

Mr. Davin. Yes, sir. 

Mr. Casey. This is a matter of Senate record. 

Mr. Harpy. Apparently you gentlemen did not look into the back- 
ground of the individuals involved and, in spite of RFC’s recommen- 
dation, substituted your own judgment based on no knowledge of what 
went on before. 

pe Daviin. On January 11, the applicant addressed a letter to 

.. Creedon in which he sets forth the names and vonmttiid of key 
pei personnel other than the applicant; now we would like to 
leave this with you. I assume it might embarrass some of the people 
on the list if I were to read them here. 

Mr. Harpy. Just what is that ? 

Mr. Davin. This is a letter addressed to Mr. Creedon, dated Jan- 
uary 11. 

Mr. Suetiey. From whom? 

Mr. Davin. From the applicant. Mr. Dowd signs the letter. It 
sets forth the names and associations of, I should guess, 10 or a dozen 
of the key operating personnel, with whom the letter states the ¢ appli- 
cant has firm arrangements for employment association. Among 
those I did earlier mention and Mr. Bulger has mentioned a couple 
of times the consulting services of Mr. McQuaid, Harry McQuaid, who 
is regarded as an eminent consultant in the steel industr y and is em- 
ploy ed by many of the steel companies as consultant. He has written 
authoritatively on the subject in articles in Iron Age, and so forth. 

Mr. Casey. Does it say how much they have committed the cor- 
poration to pay Mr. McQuaid for his services ¢ 

Mr. Davurn. No, sir. That again would be a matter subject to the 
control of the fiscal agent in the loan. I must say in the light of this 
discussion, his associations with the project did give me and my asso- 
ciates considerable feeling of confidence in it. We actually do believe 
that this group will build and produce on the schedule projected. 

Mr. Harpy. As a matter of public policy, I just want to review 
what the Government is doing here for three individuals and ask 
you whether that is a matter which is the type of policy which should 
be a part of our way of doing things. 

Here is a case where three individuals put up a total of $600 to 
finance a venture under which they cannot lose anything and which, 
if they had the ability to operate satisfactorily and do operate satis- 
factorily for a period of 5 years, means they will come out with a 
plant more than 90 percent amortized and they will be made million- 
aires. 

Is that a policy which the Government should pursue as a general 
practice ? 


? 
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Mr. Butcer. Congressman, I do not think that is stating the whole 
case. They were required to put up a million dollars. 

Mr. Suetiey. Have they put it up? 

Mr. Buuoer. So far as I know, they haven’t put it up yet. If they 
don’t put it up, they don’t get the loan. 

Mr. Harpy. They don’t have to put up a dime of it. You have left 
the door open so they can furnish to petroleum companies, if we 
choose to characterize them as such, materials which are admittedly 
a little difficult to secure, and give them priorities on this particular 
material, It might be a splendid investment from the standpoint of 
an oil company if it didn’t get a dime of its million dollars back; 
is that right? 

Mr. Butéer. I don’t think so. I think under the controlled- 
materials plan that will go in, they won’t have any right to peddle 
it to special oil companies. 

Mr. Harpy. I think that perhaps we have pursued this matter as 
far as we can in the time available to us today. We will have to ad- 
journ this hearing subject to recall by the chairman. So we will 
stand adjourned until we are recalled. 

(Whereupon, at 1 p. m., the hearing was adjourned, subject to the 
call of the chairman.) 
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INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVING GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 


THURSDAY, APRIL 5, 1951 


House oF REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DerarTMENTS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:30 a. m., in room 445, 
Old House Office Building, Representative Porter Hardy, Jr., presid- 
ing. 

Present: Representatives Hardy (presiding), Bolling, Lantaff, 
Riehlman, and Bender. 

Also present: Ralph E. Casey, counsel for the subcommittee. 

Mr. Wier. The subcommittee will come to order. 

The subcommittee is pursuing further its study of the issuance of 
certificates of necessity for tax amortization purposes and defense 
production loans. Specifically, we are considering further this morn- 
ing the certificate of necessity and the loan made to the Hazelton Steel 
& Tube Co. 

Who is your first witness, Mr. Casey ? 

Mr. Casey. Mr. Leyda. Mr. Leyda, would you come forward, 
please. 

Mr. Harpy. Mr. Leyda, will you be sworn, please. Do you solemnly 
swear that the testimony you shall give to this subcommittee in the 
matter before it will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Leypa. I do. 


TESTIMONY OF HARRY LOUIS LEYDA, CHIEF, PLANT EXPANSION 
AND CONSTRUCTION SECTION, IRON AND STEEL DIVISION, NA- 
TIONAL PRODUCTION AUTHORITY 


Mr. Casey. Would you give your full name, Mr. Leyda? 

Mr. Leypa. Harry Louis Leyda. 

Mr. Casry. What is your position ? 

Mr. Leypa. At the present time / 

Mr. Casey. That is right. 

Mr. Leypa. I am chief of the Plant Expansion and Construction 
Section of the Iron and Steel Division. 

163 
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Mr. Casey. What agency ? 

Mr. Leypa. NPA. 

Mr, Casey. Would you give us a brief sketch of your background 
before you—how long have you been in the present position ? 

Mr. Leypa. Since about the first of October 1950. 

Mr. Casey. And would you sketch your background for us, please. 

Mr. Leypa. From 1915 to 1927, allowing for service in the First 
World War, I was with American Steel Foundries in various capaci- 
ties. I took what they call the loop course, working on all depart- 
ments from open hearth to shipping departments to become con- 
versant with all operations in the making of steel. I finished up with 
them as their efficiency engineer on shop practice, reduction of costs 
and so on. 

From 1927 until around April 1944 I managed a steel plate fabricat- 
ing business for my father-in-law, known as Miles P. Brown Boiler 
Works up in Franklin Pa., fabrication and erection of steel plate work 
and structure work. 

In 1944 for about 5 or 6 months I was with the War Manpower 
Commission as liaison between War Manpower and War Production 
Board, Army, Navy, and Maritime on steel foundries and forge shops. 

In 1944 I went to Dallas, Tex., where I was vice president, Dallas 
Tank Co., fabricators of pressure vessels and steel plate and struc- 
ture work, 

In 1947 I went to Fort Worth as vice president of Fort Worth 
Structural Steel & General Steel Co. 

On April 30, 1950, I sold out my interests in all steel companies in 
Fort Worth and retired. 

Subsequently in conversation with our Congressman from Tarrant 
County, Wingate Lucas, I came to Washington, and as a result of my 
conversation with him and in view of the siutation nationally with 
regard to steel, I finally ended up in my present capacity with the 
Government. 

Mr. Casry. Would you sketch briefly the function of your section 
and in particular of your position ? 

Mr. Leypa. Possibly I should give you this background: As of 
that time applications for certificates of necessity were filed in tripli- 
cate with NSRB. 

Mr. Harpy. As of the time you went with NPA? 

Mr. Leyva. That is correct; in October. They were filed there in 
triplicate, and if it was a commodity over which the Commerce De- 
partment had jurisdiction, two copies of that application would come 
to Commerce. If it was iron and steel, then one copy would come to 
me, or to the iron and steel division, and come to me since I was chief 
of the Plant Expansion and Construction Section for iron and steel. 

It is our responsibility to make the technical analysis, make our 
report for the signature of our Division Director, at that time Mr. 
Carson. And then from the Iron and Steel Division it goes back 
through various channels to NSRB for final certification. 

Mr. Casry. What does your analysis consist of? Is it an analysis 
generally with respect to the steel industry? Or do you analyze the 
particular applicant and the circumstances surrounding the applica- 
tion ? 

Mr. Leypa. We analyze it primarily from the standpoint of ob- 
taining additional production in the quickest possible time for the 
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least dollar expended incidental to meeting the demands of the defense 
effort. We do not necessarily go into the economics of it. We ap- 
proach it primarily from a production standpoint. 

Mr. Casry. Do you consider the facts and circumstances surround- 
ing the individual applicant ? 

Mr. Leypa. Oh, yes; everything that the applicant says in his ap- 
plication we analyze and make our own investigation, and try and 
ascertain as definitely as we can by the expenditure, whether it is 
Federal funds or private funds, how much additional production will 
be obtained; and if that production contemplated is essential or as of 
the moment of determination it is in short supply, to meet the defense 
program demands. 

Mr. Casey. Did you have occasion, at some time, to consider an 
application filed by the Hazleton Steel & Tubing Corp. ? 

Mr. Leypa. Yes; we processed both the application for a certificate 
and also their application for loan. 

Mr. Casey. Do you have a file of your own on this particular com- 
pany ¢ 

Mr. Leypa. I have the Iron and Steel Division file on the subject 
company. 

Mr. Casey. Would you refer to your files, sir, particularly at this 
time whatever information you might have on the application for 
certificate of necessity. 

Mr. Leypa. I might add that in making these technical reports, 
which I believe is common to all industry divisions, they are made in 
triplicate. ‘The triplicate copy is retained in the individual industry 
file. T'wo copies, after signature by the Director of the Division or 
his designee, go on through other channels ultimately to NSRB. 

Mr. Casey. Do you have that file before you now, sir? 

Mr. Leyva. I have the file. I have the technical report on Hazleton 
Steel & Tubing Co. with regard to their application for certificate 
of necessity ; yes. 

Mr. Casey. Can you tell me from looking at that particular report 
the date it was received in your division ? 

' Mr. Harpy. You are not talking about the report; you are talking 
about the application ? 

Mr. Casey. The application. 

Mr. Lreypa. The application was received by us on November 18, 
1950. Our technical report, based on our analysis and recommenda- 
tions incidental to it, is dated January 5, 1951. 

Mr. Casry. Did you sign that report ? 

Mr. Leyva. Yes, I did. 

Mr. Casry. Was that report approved by someone else? 

Mr. Leypa. It was signed by Mr. Carson, at that time Director 
of the Iron and Steel Division. 

Mr. Casry. Is Mr. Carson still with the Iron and Steel Division? 

Mr. Leypa. The Directors of the Iron and Steel Division are sup- 
posed to rotate quarterly. Mr. Carson served the first quarter, or 
overlapping until the succeeding Director came on. The present Di- 
rector is Mr. Cole. He will be succeeded by Mr. Sentner, and Mr. 
Sentner by Mr. Foy, and then we assume that Mr. Carson will come 
back in for his second turn. 

Mr. Casty. What happens to him after his first quarter? Does he 
leave the Government service ? 
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Mr. Leypa. As I understand it, they are not in Government service, 
they are sworn in, but they serve without compensation. I am not 
certain as to that. They go back to their own industry. 

Mr. Casey. Do you know Mr. Carson’s background ¢ 

Mr. Leypa. Vice president of Sharon Steel Corp. of Sharon, Pa. 
I believe vice president and sales manager. 

Mr. Casey. Now, referring to the technical report—which I will 
ask at this time be made part of the record. 

Mr. Harpy. No objection. 

Mr. Casry. Would you read whatever is contained in that report 
with respect to recommendation on this application for certificate 
of necessity ? 

Mr. Leypa. I will. Would you like to identify this? 

Mr. Harpy. We would like to have a true copy of this report for the 
record at this point. 

Mr. Leypa. This is the only copy that we have, Mr. Hardy. 

Mr. Harpy. Do you have a copy Mr. Casey ? 

Mr. Casey. Yes. 

Mr. Harpy. Have him identify your copy. It will be made a part 
of the record. 

(The document referred to follows :) 

OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


Date: January 5, 1951. 

To: Facilities Clearance Staff. 
From: Industry Operations Bureau, 
Subject: 

Loan Application LAC-1, of the Hazleton Steel & Tubing Corp., Hazleton, Pa. 

Amount of loan requested : $5,200,000. 

Description: Building and equipment for manufacture of steel pipe and 

tubing. 

This loan application is‘complementary to application for certificate of neces- 
sity filed by subject company on NSRB Form 140, which bears Serial No. TA-113, 
consequently the following comments are to be used in conjunction with technical 
and other information contained in our reply incidental to our recommendations 
pertaining to NSRB Form 140, Serial No. TA-113. Application is signed by one 
Benjamin S. Dowd, president of subject company, who by such signature so 
affixed, certifies “exhibits and documents submitted in connection therewith are 
true and correct statements, etc.” 

On page 5 of NSRB Form 146, Serial LAC-1, applicant states: ‘“Bethelehem 
Steel Co. which is nearby will be the source of pig iron.” On page 1 of same 
form, applicant states: “2 months’ advance supply of pig iron (4,000 tons) etc.,” 
which results of course in a requirement of 2,000 tons per month, Availability 
of such iron has been denied by executive personnel of Bethlehem Steel Co. as 
cited in our recommendations, under item 14, pertaining to applicant's certificate 
of necessity Form, Serial No. TA-113. 

On attachment No, 17A, it is stated that Mr. Dowd is a director of the Penn- 
sylvania Manufacturers’ Association at the present time and has been since 1946. 
In conversation with reputable sources we are informed that Mr. Dowd is not 
now and never has been a director of the Pennsylvania Manufacturers’ Asso- 
ciation. 

Applicant’s contemplated expenditure of $4,275,340 included the reconditioning 
of two Assel mills, however we are now informed in telephone conversation with 
Mr. Hopkins, vice president of subject company, that a revised application for a 
certificate of necessity will be presented which will amount to $7,895,000 and 
which will not include the two reconditioned Assel mills but will rather include 
a new mill from Aetna-Standard, which mill will have a range of production sizes 
of pipe and tubing from 2% to 65% inches in diaméter. 

Applicant attaches photostatic copies of letters from Sinclair Refining Co., 
Shell Oil Co., Cities Service Oik Co., Humble Oil & Refining Co., Stanolind Oil & Gas 
Co., to substantiate the fact that such companies so mentioned would be interested 
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in obtaining substantial quantities of pipe and tubing which applicant contem- 
plates producing provided it meets standard technical specifications, even though 
such casing or tubing would cost the purchaser from $15 to $20 more per ton than 
published prices of prevailing producers, such as National Tube Co. and Youngs- 
town Sheet & Tube Co. Attention is called to the fact that companies listed 
in the foregoing who indicate an interest in such products, would require the 
major portion of such pipe or tubing in conjunction with their operations in 
the mid-continent or south-western oil fields. It should be readily apparent that 
the demand on transportation facilities to convey such commodities from Hazle- 
ton to point of consumption in the Southwest would be terrific and economically 
undesirable. 

The Sheffield Steel Co. at Houston, and Lone Star Steel Co. at Daingerfield, 
both are certified and will install casing, pipe, anu tubing production facilities. 
Without exception their production of this material will be absorbed in their 
immediate area, due to the fact that approximately 75 percent of the Nation’s 
tseel production and proven ore reserves are located in the immediate productive 
area. 

In view of economic conditions cited above, and contingent on views and alle- 
gations incidental to this loan application, it is our recommendation that appli- 
cation for loan be denied in toto. 

Industry Division examiner. 

Approved : 

H, L. Leypa, 
D. B. Carson, 
For Industry Division. 


For Industry Operations Bureau. 


Mr. Casey. This is a report from the facilities clearance staff, Na- 
tional Production Authority, Department of Commerce, entitled 
“Technical Report on Application for Necessity Certificate Pursuant 
to the Provisions of Section 124 of the Internal Revenue Code.” 

Mr. Harpy. Pass it to him and let him identify it and see if that 
is his signature. 

Mr. Leypa. If you so desire, I will be glad to read from this and 
you may check from that as we go along to confirm the fact that it isa 
copy. 

Mr. Harpy. We have a copy here. Is that the same report from 
which you are reading [handing document to witness | ? 

Mr. Leypa. I would say this is the original of which this is the 
triplicate copy. 

Mr. Harpy. And is this your signature ? 

Mr. Leypa. That is true. 

Mr. Harpy. All right. 

Mr. Casey. Would you read from that report, Mr. Leyda? 

Mr. Leyva. This application for certificate of necessity was assigned 
Serial No. TA-133, received in IOB, that is, Industry Operations 
Bureau, on November 14, received in the Iron and Steel Division on 
November 18. 

Mr. Casry. Without going through the whole certificate, Mr. Leyda, 
please read from page 8 under question 14, which appears to be the 
only number in the report that has been filled in. 

Mr. Leypa. All right. I am quoting now from the report. 

Applicant is a comparatively newly formed corporation allegedly brought 
into being for the specific purpose of constructing and operating a steel pipe 
and tubing producing facility in Hazleton, Pa. Requirements of raw materials 
incidental to the operation of such a facility would consist primarily of pig 
iron and steel scrap. On page 9 of NSRB Form 140 applicant states: “Bethle- 
hem Steel Co., which is close by, is a source of pig iron.” 
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Applicant states that Bethlehem Steel Co. will furnish them with their month. 
ly requirements of 2,000 net tons of pig iron. In conversation with executive 
personnel of Bethlehem Steel Co. we are informed that they never made :any 
commitment to applicant of this nature, and that demands of their own facili- 
ties for their own production of hot metal or pig iron would not permit them 
to favorably consider diversion of any hot metal or pig iron to meet a demand 
of this type. Consequently such statement is not true to fact. 

On page 9 of NSRB Form 140, applicant further states: “This area is an ex- 
cellent source of scrap and so forth.” 

From conversation with Mr. Plant, Chief of the Iron and Scrap Section of 
the Iron and Steel Division, we are informed that the Hazleton area is a defi- 
nitely scrap-minus area. Consequently any scrap diverted to an operation of 
this nature would only work an additional hardship on comparable facilities 
depending on the scrap now produced in subject area. Since applicant is a 
contemplated new facility and possesses no backg rround of operational experi- 
ence in the production of commodities of this nature, and due to the mislead- 
ing statements made above, which can be confirmed, it is our recommendation 
that no certification of any nature be made in this instance. 

That is the end of it. 

Mr. Casry. Does this date on the front of that report indicate the 
date upon which you signed that report, Mr. Leyda? 

Mr. Leypa. That is true; the date of January 5, 1951. 

Mr. Casey. And that report was approved by Mr. Carson, chief of 
the industry division ? 

Mr. Leypa. That is true. 

Mr. Casey. And the two copies then were processed through to what 
official ? 

Mr. Leypa. To the Industry Operations Bureau, chiefed by Mr. 
McCoy. Whether it goes to him personally or not, I could not say. 

Mr. Casey. Did you have occasion at some time to also consider the 
application of Hazelton Steel & Tubing Corp. for a loan under section 
302 of the National Production Act ? 

Mr. Leypa. Yes; we did. 

Mr. Casey. Have you your records available there on this loan? 

Mr. Leypa. I have it right here, Mr. Casey. 

Mr. Casey. I will ask that this memorandum, identified as follows, 
be made a part of the record at this point—*Memorandum to the fa- 
cilities clearance staff from the Industry Operations Bureau on the 
subject loan application LAC-1 of the Hazleton Steel & Tubing Corp., 
Hazleton, Pa. 

Mr. Harpy. It will be admitted to the record. You might read it 
into the record if you think it desirable. 

Mr. Casey. Will you read that into the record, Mr. Leyda. Do you 
want to check this and make sure it is the same thing? Is that your 
signature there? [Showing document to witness. | 

Mr. Leyva. That is true. This is the original of which this is a 
triplicate copy. 

Mr. Casry. Thank you. What is the date of this memorandum, 
Mr. Leyda? 

Mr. Leypa. This memorandum is dated January 5, 1951, which is 
the same date on which the application for a sesetiats of necessity 
was also processed. Where a Government loan is involved incidental 
to an application for a certificate of necessity, we find it to be ad- 

vantageous to process the two concurrently because some of the in- 
formation is common to both. 

Mr. Casey. Would you read that memorandum, Mr. Leyda? 
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Mr. Leyva. I would like to make this statement : That we now have 
a standard form for making the technical report incidental to loan ap- 
plications which had not been developed at the time this was brought 
out. That is why this is on a regular memorandum. 

Quoting from the body of it: 


This loan application is complementary to application for certificate of neces- 
sity filed by subject company on NSRB Form 140 which bears Serial No. TA-113. 
Consequently the following comments are to be used in conjunction with techni- 
cal and other information contained in our reply incidental to our recommenda- 
tions pertaining to NSRB Form 140, Serial No. TA-113. 

Application is signed by one Benjamin 8. Dowd, president of subject com- 
pany, who by such signature so effects and certifies “Exhibits and documents 
submitted in connection therewith are true and correct statements and so forth.” 

On page 5 of NSRB Form 146, Serial LAC-1— 


that is the loan— 


applicant states: “Bethlehem Steel Co., which is nearby, will be the source of 
pig iron.” 

On page 16 of same form applicant states: “Two months’ advance supply of 
pig iron, 4,000 tons and so forth,” which results, of course, in a requirement of 
2000 tons per month. Availability of such iron has been denied by executive 
personnel of Bethlehem Steel Co., as cited in our recommendations under item 
14 pertaining to applicant’s certificate of necessity form, Serial No. TA-—113. 

On attachment No. 17—A it is stated that Mr. Dowd is a director of the 
Pennsylvania Manufacturers Association at the present time and has been 
since 1946. 

In conversation with reputable sources we are informed that Mr. Dowd is not 
now and never has been a director of the Pennsylvania Manufacturers Asso- 
ciation. 

Applicant’s contemplated expenditure of $4,275,000-odd, included the recondi- 
tioning of Assel Mills. However, we are now informed in telephone conversation 
with Mr. Hopkins, vice president of subject company, that a revised appliication 
for a certificate of necessity will be presented which will amount to $7,895,000 
and which will not include the two reconditioned Assel Mills but will rather 
include a new mill from Aetna Standard, which mill will have a range of pro- 
duction sizes of pipe and tubing of 254 to 6% inches diameter. 

Applicant attaches photostatic copies of letters from Sinclair Refining Co., 
Shell Oil Co., Cities Service Oil Co., Humble Oil & Refining Co., Stanolind 
Oil & Gas Co. to substantiate the facts that such companies so mentioned would 
be interested in obtaining substantial quanties of pipe and tubing which appli- 
cant contemplates producing, provided it meets standard technical specifica- 
tions, even though such casing or tubing would cost the purchaser from $15 to 
$20 more per ton than published price of prevailing producers such as National 
Tube Co. and Youngstown Sheet & Tube Co. 

Attention is called to the fact that companies listed in the foregoing who 
indicate an interest in such products would require the major portion of such 
pipe and tubing in conjunction with their operations in the midcontinent or 
southwestern oil fields. It should be readily apparent that the demand on 
transportation facilities to convey such commodities from Hazleton to point of 
cousumption in the Southwest would be terrific and economically undesirable. 
Sheffield Steel Co. at Houston and Lone Star Steel Co. at Dangerfield, both in 
Texas, both are certified and will install casing, pipe and tubing production 
facilities. With exception their production of this material will be absorbed in 
their immeidate area due to the fact that approximately 75 percent of the 
Nation’s steel production and proven oil reserves are located in the immediate 
productive area. 

In view of economic conditions cited above and contingent on views and 
allegations incidental to this loan application, it is our recommendation that 
application for loan be denied in toto. 


Mr. Casey. Was that memorandum approved by someone else, 
Mr. Leyda? 

Mr. Leypa. It was signed by Mr. Carson and forwarded to the 
Industry Operations Bureau through regular channels.’ 
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Mr. Benper. What is the date of that certificate ? 

Mr. Leypa. This is January 5, 1951. 

Mr. Cassy. Let me go back for 1 minute, Mr. Leyda, to this report 
on the application for certificate of necessity. Do you know the date 
upon which the certificate of necessity actually issued to Hazelton 
Steel & Tubing Corp. ? 

Mr. Leypa. No; we have no way of ascertaining that information 
unless we follow it up specifically, and we very seldom do that. 

Mr. Casey. Did you know at the time you were preparing this 
report the certificate of necessity had already been issued ? 

Mr. Leypa. No; we did not know that either. 

Mr. Casry. Were you consulted at any time during the month of 
December in connection with the issuance of a quantity of certificates 
of necessity to steel companies? 

Mr. Leypa. I personally was not. It is possible that Mr. Carson, 
our director, might have been. I could not answer that except for 
myself personally. 

‘Mr. Casey. Did you ever sit in at any conference at which the dis- 
cussion centered about the granting of certificates of necessity to some 
group of 48 steel companies / 

Mr. Leypa. No. The only conference that I sat in on was on the 
original application for Jones & Laughlin, and everybody was in on 
that. From then on we, or I, acted on the applications as they were 
received by me. 

Mr. Casey. Did you ever receive an application involving Jones & 
Laughlin ? 

Mr. Lepya. Oh, yes; we received those. 

Mr. Casry. Was that before or after the certificate was granted ? 

Mr. Leypa. To Jones & Laughlin? 

Mr. Casey. Yes. 

Mr. Lrypa. It was before. 

Mr. Casey. And did you process through your report on Jones & 
Laughlin before the certificate was granted ? 

Mr. Lreypa. No; we did not make individual industry reports on 
those because at that time, since Jones & Laughlin serial numbers 
were 1 to 8, inclusive—and the reason all of us were in on the deter- 
mination of it was so that a procedure could be developed which might 
end up as being the basis for development of forms and so on for 
consideration of all future applications. 

Mr. Casry. Now, you state in your memoranda here that you con- 
ferred with executive personnel of the Bethlehem Steel Co. with 
respect to the statement of the applicant that that was their principal 
source of supply for pig iron. Will you tell the committee exactly 
the nature of that discussion and whether it was telephonic or in 
person, or with whom you discussed it. 

Mr. Leypa. The chief of our forging section, Mr. Weaver—all in 
iron and steel—is a retired Bethlehem man, and he and I on a service 
connection talked to Mr. Gurney. I do not know his official title with 
Bethlehem Steel, but he is in charge of pig iron. And Mr. Gurney 
very explicitly denied ever having made a commitment of this nature 
to the Hazelton Steel & Tubing Co. 

Mr. Casey. With whom did: you discuss the question of Mr. Dowd’s 
association with the Pennsylvania Manufacturers Association 
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Mr. Leyva. To give you a background, when I resided in Pennsyl- 
yania I was active in the Pennsylvania Manufacturers Association, 
and Mr. Dowd’s name was not familiar to me. So through various 
channels I talked with Mr. Mason Owlett, who is president of the 
Pennsylvania Manufacturers Association, and obtained that informa- 
tion from his office. 

Mr. Casey. I have no further questions, Mr. Chairman. 

Mr. Harpy. Any questions, Mr. Bolling? 

Mr. Botiine. No questions, 

Mr. Harpy. Mr. Lantaff? 

Mr. Lanrarr. No questions. 

Mr. Harpy. Mr. Riehlman ? 

Mr. Rreutman. Mr. Chairman, I wondered if it would be possible— 
or do we have a copy ow the statements that were made by Mr. Dowd 
in respect to this Bethlehem Steel being willing to furnish this pig 
iron, and so forth, and also the statement with respect to his being a 
member of the manufacturers association ? 

Mr. Casey. I do not believe we have that. 

Mr. Leypa. If you have a copy of the loan application, you have 
that. 

Mr. Rrmeuiman. I think it would be well to have a copy of it either 
in the record or for the use of the committee. 

Mr. Casry. I do not suppose that it would be your function to sup- 
ply that copy, Mr. Leyda; would it ? 

Mr. Leypa. We would dislike very much to surrender any portion 
of our file. If we have to, we have to. 

Mr. Rreniman. I feel, Mr. Chairman, it is important that we have 
that information. 

Mr. Casey. I believe we can secure that from somebody else. 

Mr. Leyva. I will be glad to refer to them here in the application, 
if you gentlemen wish to look at them now. 

Mr. Harpy. I think we will be able to secure it, so we might pass 
it until some other time. 

Mr. RieniMan. Do you not think it is necessary ? 

Mr. Harpy. Yes; I think it is necessary, and we will have somebody 
to supply it. 

Now, Mr. Leyda, you referred, I believe, in your memorandum with 
respect to the loan to an understanding that a revised application was 
to be submitted. 

Mr. Leyva. When the two Assel mills were changed to a new Aetna 
Standard ? 

Mr. Harpy. That is right. Now, was any revised application, either 
with respect to the loan or the certificate of necessity, ever processed 
through you? Did you handle any revised application ? 

Mr. Leyva. No; all we have is a carbon copy of a letter which we 
received through regular channels, dated January 11, with a copy of 
letter of December 29, signed by applicant, which stated their intent 
to give up the idea of reconditioning the two German Assel mills and 
purchase a new Aetna Standard, which apparently caused an increase 
in their loan application up to $6,985,000, 

Mr. Harpy. Did you or your Division, to your knowledge, consider 
a revised application including those suggested changes ? 


83530—51——_12 
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Mr. Leyva. No; we did not make any additional technical report 
incidental to the increased amount. 

Mr. Casey. You were not asked to make any report? 

Mr. Leypa. Well, we did not think it was necessary since we recom- 
mended denial to begin with and regardless of which type of mill 
they used, it would not affect the conditions on which our recommen «|a- 
tion was predicated. 

Mr. Harpy. Now the original application, as I recall it, was fo 
four million some odd hundred thousand dollars; is that right / 

Mr. Leypa. $5,200,000. 

Mr. Harpy. I think the application for certificate of necessity, 
cording to these figures, was $4,275,340. The original loan application 
was for $ $5,200,000. 

Mr. Lapa. That is correct. 

Mr. Harpy. Now what was the amount of the certificate of necessity 
as granted ¢ 

Mr. Leyva. I cannot answer that, Mr. Hardy. After they leave our 
Division we have no knowledge of whether they have been certified 
or not, unless we make specific i inquiry. 

Mr. Harpy. I think we already have testimony to the effect that the 
loan approved was for $7,800,000; the original application was for 
$5,200,000. It was the application for loan of $ $5,200,000 which was 
considered by your Division ? 

Mr. Leyva. That is true. 

Mr. Harpy. And you gave no consideration for any amended appli- 

cation for the additional $ $2,600,000 that was finally loaned ? 

Mr. Leypa. Well, our reason for that, Mr. Hardy, was because our 
industry report was processed on January 5, 1951, and we had no 
knowledge of the increased amount incidental to the loan application 
until January 11, or 6 days later. 

Mr. Harpy. You had know ledge then, I believe you said, which was 
contained in a copy of a letter; is s that correct ? 

Mr. Leyva. That is true. 

Mr. Harpy. No amended application was submitted to your 
division ? 

Mr. Leypa. No amended application for a certificate of necessity 
has ever been received by us. 

Mr. Harpy. Did you ever receive an amended application for a 
loan ¢ 

Mr. Leyva. No. All we have is the applicant’s letter of December 
29, which shows the subject of LAC-1, which is the loan application. 

Mr. Harpy. Did you take any action in connection with that letter / 

Mr. Leypa. No. 

Mr. Harpy. And there was no acknowledgment of it prepared in 
your Division ? 

Mr. Lzypa. Well, Mr. Hardy, we only received a copy of it. It 
was originally addressed to Mr. Creedon, who is Assistant Admin- 
istrator. 

Mr. Harpy. And your Division was not requested for any comment / 

Mr. Leypa. It was sent to us with a short letter of transmission, not 
requesting, not specifically requesting any additional comment. 

Mr. Harpy. That is all I have. 

Any questions? 
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Mr. Casey. That is all of Mr. Leyda. 

Mr. Harpy. Thank you. 

Mr. Leyva. Is it necessary I stay here the balance of the day or may 
| go back and go to work? 

“Mr. Harpy. . do not believe we will need you. If we should, I will 
call you back. 

[ think the record fails to show the presence of five members of the 
committee. Let the record show that at this point. 

Mr. Benper. May I ask a question ? 

Mr. Harpy. One minute, Mr. Leyda. 

Mr. Benper. Does the NPA share your view? Is that their view? 

Mr. Casry. We will follow that through. 

Mr. Leypa. We are part of the NPA. We are only the Iron and 
Steel Division of NPA. 

Mr. Harpy. He has given testimony based on his Division. We 
will have to develop the ‘complete story. 

Mr. Benvrer. He must be in NPA’s doghouse, is he not? 

Mr. Harpy. That we do not know. I would not assume so. I think 
it would be logical to expect that he is employed for the purpose of 
submitting an impartial report. 

Mr. Leypa. I do not think we are in the doghouse. We are just try- 
ing to get the job done and win the war. 

Mr. Benper. But other members of your agency were here and 
recommended this. Apparently they did not pay much attention to 
you. 

Mr. Leypa. Well, they were not in the Iron and Steel Division, so 
they will have to speak for themselves. I can’t answer for them. Our 
report is the thinking of myself, as Chief of the Plant Expansion and 
Construction Section of the Iron and Steel Division, in which our 
Director of the Iron and Steel Division concurred at that time. 

Mr. Benner. I am not trying to be facetious, 1 am merely calling 
attention to the conflict in testimony from the same agency and from 
important members of that agency. 

Mr. Leyva. Again I want to remind you that in the Tron and Steel 
Division we are interested primarily in production, and where you can 
get more steel in the shortest possible length of time for the least dollar 
expended. 

Now any other factors incidental to adding to or detracting from the 
merit of any application are not within our province; they are deter- 
mined by somebody else. 

Mr. Harpy. Any further questions? 

Mr. Benper. Cannot you fellows get together? If you are con- 
fused, where does that leave us? 

Mr. Leyva. We have too many meetings now. 

Mr. Harpy. Thank you, Mr. Leyda. 

Mr. Leypa. Thank you. 

Mr. Harpy. Who is your next witness, Mr. Casey ? 

Mr. Casry. Mr. McCoy, please, and Mr. Friedman with him. 

Mr. Harpy. Will both of you gentlemen be sworn. Do you and 
each of you solemnly swear that the testimony given in the issue now 
before this subcommittee will be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. McCoy. I do. 

Mr. Friepman. I do. 
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TESTIMONY OF H. B. McCOY, ASSISTANT ADMINISTRATOR, NA. 
TIONAL PRODUCTION AUTHORITY; AND JESSE J. FRIEDMAN, 
CHIEF, PLANNING AND REVIEWS SECTION, INDUSTRY OPERA. 
TIONS BUREAU, NATIONAL PRODUCTION AUTHORITY 


Mr. Casey. Mr. McCoy, would you state your full name and posi- 
tion for the recor |, please. 

Mr. McCoy. H. B. McCoy, assistant administrator, National Pro- 
duction Authority. 

Mr, Casey. Mr. Friedman, would you identify yourself for the 
record at the same time. 

Mr. Frrepman. I am Chief of the Planning and Reviews Section 
of the Industry Operations Bureau, National Production Authority, 

Mr. Harpy. Speak a little louder, will you, Mr. Friedman. ‘ 

Mr. FriepmMan. Yes, sir. 

Mr. Casry. Mr. McCoy, as assistant administrator, are you actually 
chief of the Industry Operations Bureau ¢ 

Mr. McCoy. Yes, sir. 

Mr. Casry. Did you have occasion at some time as part of your 
official duties to consider an application for a certificate of necessity 
to Hazleton Steel & Tubing Corp. ? 

Mr. McCoy. As Mr. Leyda testified, the application for a certificate 
of necessity from the Hazleton Steel & Tubing Corp. came to our 
Bureau along with all other applications, and in due course the steel 
division did make a report on that particular application to me. 

Mr. Casey. And is that the report that Mr. Leyda has referred 
to here? 

Mr. McCoy. This technical report dated January 5. 

Mr. Casey. That is the one he referred to? 

Mr. McCoy. Yes. 

Mr. Casey. That was submitted to you as chief of the Industry 
Operations Bureau ¢ 

Mr. McCoy. That is right. 

Mr. Casry. Now, were you cognizant of the fact that at the time 
this report was received the certificate of necessity had already been 
issued to the Hazleton Steel & Tubing Corp. ? 

Mr. McCoy. Yes. 

Mr. Casey. Did you play some part in the original granting of that 
certificate ? 

Mr. McCoy. The certificates that were issued in December were 
about 40 in number, as I recall it, covering perhaps 6 or 7 million tons 
of ingot capacity. The decision to certify those was reached at a 
general conference between myself, Mr. Frank Creedon, and _ later 
with the administrator of NPA, as to the percentages to be allowed, 
and to authorize amortization on the applications then before us. 
And the Hazleton Steel & Tubing Corp. application was among those 
then ready for approval. 

Mr. Casey. Now when you speak of a general conference, you men- 
tioned only Mr. Creedon and yourself. Was there anyone else there? 

Mr. McCoy. And members of our staff. 

Mr. Casry. Could you specify who was present at that meeting! 

Mr. McCoy. At our first conference held in my office, besides myself 
there was Mr. Creedon, and as I recall, Mr. Carson, Chief of the Steel 
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Division, and perhaps three or four members of our staff, whom I 
cannot recall. 

Mr. Casry. Do you remember that Mr. Carson was there ? 

Mr. McCoy. Yes. 

Mr. Casry. He was the only one there with any background in the 
steel business ? 

Mr. McCoy. By that you mean who had been actually operating a 
steel mill or steel plant ? 

Mr. Casey. That is right. 

Mr. McCoy. Well, I wouldn’t know exactly, but I assume that he 
probably was the one who had the most experience there. 

Mr. Casry. Tell me of anyone else that had any experience. 

Mr. McCoy. Well, offhand I couldn’t tell you. 

Mr. Casey. What was the date of this conference? 

Mr. McCoy. I don’t have any record on this, but I believe it was 
probably a week prior to the issuance of the certificates of necessity— 
some time in early December. 

Mr. Casey. Do you know the date of the issuance of the certificate to 
the Hazleton Steel & Tubing Corp. ? 

Mr. McCoy. Well, they were all announced, I believe, in a press 
release by NPA or NSRB on December 19. 

Mr. Casey. Don’t you have the date on which actually the certifi- 
cate was approved ? 

Mr. McCoy. No; I do not. 

Mr. Casry. There has been testimony that the certificate was ap- 
proved on December 9, 1950. Does that date mean anything to you? 

Mr. McCoy. Not the precise date; no, sir. 

Mr. Casry. Now that conference at which it was decided to grant 
approximately 40 certificates, for which the percentages were fixed, 
was that based on some study of the steel facilities presently in exist- 
ence and of the needed capacity ? 

Mr. McCoy. You may recall that the Secretary of Commerce in 
midsummer of 1950 had asked the steel industry for a statement of 
their intentions with respect to increasing the capacity of the steel 
industry and output. The steel industry reported to Secretary Saw- 
yer that they had underway or were planning approximately 914 mil- 
lion tons of new ingot capacity. 

It was our opinion in the National Production Authority and in 
the department generally that there was a shortage of steel necessary 
to meet our defense requirement and our most essential defense-sup- 
porting civilian activities. It is very difficult to measure what that 
shortage might be, but we reached the general conclusion that it cer- 
tainly was somewhere between 5 and 10 million tons—that would 
represent the degree of shortage— and, that, therefore, the tonnages 
then before us for certification certainly came within our ideas of how 
much the industry should be expanded to meet our defense require- 
ments. 

Mr. Harpy. Do you have a pretty good basis for those ideas, Mr. 
McCoy ? 

Mr. McCoy. Mr. Chairman, off and on the Department had been 
making some studies of the requirements of an expanding economy 
in terms of our basic materials, and, if you recall, there has been more 
or less a shortage of steel ever since the end of the war. 
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Mr. Harpy. I think most of us could make that observation as a gen- 
eral observation—that there is a shortage of steel. But I was just 
wondering whether you had any concrete basis for saying that this 
came within your ideas of what the shortage consisted of. 

Mr. McCoy. Well, statistically you compute the growth of 
economy, the increase in population and our industrial Sic as 
requiring somewhere around 5 percent per year. Our rough computa- 
tions on this basis—and again saying that you can’t measure a short- 
age simply because if you ‘add up all the requirements they are much 
in excess of perhaps the real firm demand—that probably 15 percent 
or more additional steel] capacity would be required just on a per- 
centage of growth of economy. 

Mr. Harpy. Then shall we ! say it was an intelligent guess? 

Mr. McCoy. Well, the requirement for steel to “meet our economic 
needs grows in about proportion to the growth of your general busi- 
hess structure. 

Mr. Harpy. I see. 

Mr. Casry. Now, Mr. McCoy, what record information did you 
have before you with respect to each of these 40 applicants at the time 
the certificates were granted ? 

Mr. McCoy. What information did we have about each case? 

Mr. Casey. That is right. 

Mr. McCoy. We had before us their applications in which they 
submitted the information that was required on the forms. 

Mr. Casey. Had any check been made of the information on those 
applications? 

Mr. McCoy. I think most of them had had some check. 

Mr. Casry. Now, I direct your particular attention to the Hazleton 
Steel & Tubing Corp. Had any check been made of the information 
on the application at the time you granted that certificate ¢ 

Mr. McCoy. I couldn’t answer ‘that directly. The application it- 
self, if it had been received in our bureau, was in the hands of the 
Steel Division. They had not yet at that time, of course, submitted 
a report on it. 

Mr. Casey. And was it their function to check the information on 
that application ? 

Mr. McCoy. Pretty generally to check the information with respect 
to the new capacity that was outlined. 

Mr. Casey. I am talking about the facts and circumstances sur- 
rounding the particular applic ant, his competency, the location of 
the partic ular facility, and his source of raw materials and those facts 
and circumstances. 

Mr. McCoy. Those are factors which the then report form required 
the division to examine; but more particularly with regard to the 
need for this facility or the need for the products that would be 
produced. 

Now, with respect to the competency of the people involved, and 
perhaps their reputation, only insofar as they were competent steel 
makers or had or could get good experience in that field. That was 
one of the minor questions, however. 

Mr. Harpy. That is a minor question. Just a minute. That is a 
minor question, and I take it from your testimony that the question 
as to whether or not this mill could successfully operate would also 
be a minor question. 
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Mr. McCoy. No. Minor question from our standpoint, not from 
the Facilities Bureau, which has to finally issue or recommend the 
certificate. 

Mr. Harpy. Did you get: 

Mr. McCoy. That doesn’t mean, Mr. Chairman, that in examina- 
tion of the particular application finally by NPA or DPA, that the 
re putation and standing of that partic ular firm is not taken into con- 
sideration. It certainly is. 

Mr. Harpy. Let me ask you this—— 

Mr. McCoy. But I would point out that our particular responsi- 
bility in industry operations is limited primarily to the facility itself, 
whether it is needed in the defense effort, and other technical matters. 

Mr. Harpy. Well, when you are considering whether or not a facil- 
ity is needed, do you give any consideration to the likelihood that that 
facility might be successful and actually get into operation and 
perform 4 

Mr. McCoy. Yes; certainly we do. 

Mr. Harpy. Did you in this case? 

Mr. McCoy. Yes; I think that was looked into. 

Mr. Harpy. Specifically in what respect ? 

Mr. McCoy. It may be that that was not settled completely before 
the certificate was issued. 

Mr. Harpy. Specifically in what respect did you check any phase 
of this thing to see whether it would have a reasonable chance of being 
a successful operation ? 

Mr. McCoy. Well, the report, of course, on the certificate of amor- 
tization was not made by us until after the certificate was issued. 

Mr. Harpy. You are not quite answering my question, I want to 
know specifically in what respect was this ‘applic: ition checked to de- 
termine the likelihood of its being successful and actually putting out 
any steel. 

Mr. McCoy. I think I can say there was a general review of all those 
40-odd applications. 

Mr. Harpy. General review. I asked you about the specific case. 

Mr. McCoy. I couldn't tell you specifically about it. 

Mr. Harpy. Do you know whether there was anybody that made 
any study to determine the prospects of this particular plant ? 

Mr. McCoy. I can only say it was our function to do that. 

Mr. Harpy. Is your function to do it then. Are you testifying be- 
fore this committee that you ignored your function in this case ? 

Mr. McCoy. No. I will have to explain. I think that we took the 
cases as a group, reached the decision that all basic ingot capacity 
that was before us, if they looked reasonable and fitted in with the 
general expansion program, and seem to have a fair chance of success 
and would be carried out, should be certified. 

Mr. Harpy. All right now, you put your finger right on two points. 
You said if they looked re: isonable, and if they had a fair chance for 
success. Did you not make those two statements ? 

Mr. McCoy. Yes; that is right. 

Mr. Harpy. Did this look reasonable? And to whom did it look 
reasonable? Did it have a fair chance of success? And who made 
that determination? What did you have before you to indicate that 
this particular plant met either of those two criteria / 





178 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Mr. McCoy. Well, we had before us, first of all, their application, 
They were to install these new facilities to produce approximately 
150,000 ingot tons. 

Hr. Harpy. You had the application. That is granted. 

Mr. McCoy. Yes. That there was a need for that kind of output. 

Mr. Harpy. You are begging the question again, Mr. McCoy. | 
want to get back to the two points: One, that it was reasonable and 
that it had a fair chance of success. 

Mr. McCoy. Then I say that there was a need for it, and it seemed 
to us that a new facility in that area would fit a need for a shortage 
of steel. Now that is a reasonable, I take it, assumption to make, 
that here was an application—— 

Mr. Harpy. Mr. McCoy, I don’t think anybody here is going to ar- 
gue with you over an assumption that the facility might be needed in 
the community. I do not know. But you have not yet given this 
committee one iota of evidence that you had before you any single 
thing to indicate that there was a reasonable prospect that that facil. 
ity could produce a single ton of the commodity which it was supposed 
to produce. 

Mr. McCoy. We had before us, Mr. Chairman, their application— 
that this is what they intended to do—the process. 

Mr. Harpy. At the same time you had before you—did you not /— 
one other item of material at least. You had the RFC report on it; 
did you not ? 

Mr. McCoy. No, sir. 

Mr. Harpy. You did not have the RFC report ? 

Mr. McCoy. No. 

Mr. Harpy. Mr. Bolling? 

Mr. Botxrne. Do I understand correctly that you based your deci- 
sion largely upon the application and that you took the application in 
good faith ? 

Mr. McCoy. For all those applications, yes; we generally took them 
in good faith. 

Mr. Botirne. In other words, there was no investigation of the 
factual information alleged in the application ? 

Mr. McCoy. Not any detailed examination at that time; no, sir. 

Mr. Botiine. That is all, Mr. Chairman. 

Mr. Harpy. Did you consider yourself competent to arrive indi- 
vidually at a determination that the plant had fair prospects of 
success / 

Mr. McCoy. Mr. Chairman, as I have indicated, we had before us 
all of these cases, which had had a preliminary review with respect to 
the intentions, of course, of these proponents. 

Mr. Harpy. Preliminary review by whom ? 

Mr. McCoy. All of us looking at the proposal. 

Mr. Harpy. Looking at the aplication ? 

Mr. McCoy. That is right. 

Mr. Harpy. That is a very, very fine study. Go right ahead. 

Mr. McCoy. There were in those applications some very large con- 
cerns—Jones & Laughlin and a number of others which were inter- 
ested—and we felt that we should take them more or less on their 
face value at that time; that they were serious in their intention to 
construct these new plants. Now, this was not involving a loan; this 
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was on the certificate of necessity for amortization of the new plant 
which they had asked for. Then, of course, to make more detailed 
reports from my particular bureau—understand, we did the technical 
job which Mr. Leyda has described. So, I would say then that all of 
those cases that we had before us in the general conference were con- 
sidered to be fairly sound cases as a general rule, and that we should 
certify them. 

Mr. Harpy. Do you still consider this is a sound case ? 

Mr. McCoy. No. Since the loan application came in, and then in- 
vestigation was made, I would say that there probably is some doubt 
as to whether this company can carry it on. But if they meet the 
full conditions that were laid down, as I understand them, although 
[had nothing to do with the loan itself, I would say they might make 
a success of it. 

Mr. Harpy. Are you saying in the original granting of certificates 
of necessity you did not go into detail on any of your applications 
for certificates ? 

Mr. McCoy. No, sir; we did not go into great detail regarding them. 

Mr. Harpy. Just let me ask you this one other question, Mr. McCoy : 
Are you following the same procedure now 4 

Mr. McCoy. No, sir; we are not. Each case now is gone into 
thoroughly before our recommendation is made with respect to the 
need for the facility. We are now taking groups of cases that are 
similar with respect to expansion 

Mr. Harpy. Do you require reports from your appropriate branches, 
or Whatever you call them, similar to the one that Mr. Leyda repre- 
sented a while ago, before issuing a certificate of necessity ¢ 

Mr. McCoy. That is right: we do. That is from my operation now. 

Mr. Harpy. I am talking about insofar as you go. Iam not holding 
you accountable for something that happens upstairs. 

Mr. McCoy. That is right. 

Mr. Harpy. I want to find out what you are doing. 

Mr. McCoy. That is right. A report must go forward on every 
case, 

Mr. Casry. Now, Mr. McCoy, is it not a fact that at the time that 
the certificate of necessity was granted to Hazleton Steel the applica- 
tion indicated a proposal to reconstruct two Assel mills in connection 
with this facility ? 

Mr. McCoy. I believe so. 

Mr. Casry. And is it not a fact it was subsequently determined, 
after engineering reports. that that was a completely impractical 
way to construct the facility ? 

Mr. McCoy. I suggest you ask the Loan Division about that. 

Mr. Casey. I am asking you because you said the thing had a rea- 
sonable chance of success at that time, when you looked at it. 

Mr. McCoy. I still feel it does. 

Mr. Casry. And you still feel you were competent to pass upon the 
application in view of what transpired later? 

Mr. McCoy. I still maintain that the original proposal if carried 
out the way they indicated. had a reasonable chance of success. 

Mr. Casey. Do you feel the construction of these Assel mills as rep- 
resented in the application that you passed on would have had a 
reasonable chance of success ? 


Mr. McCoy. I think so. 
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Mr. Casry. What do you know about Assel mills? 

Mr. McCoy. Nothing; only what I am told by experts. 

Mr. Casry. Were you told by experts at the time you passed {his 
application that this facility would work? 

Mr. McCoy. I asked about that and was assured they probsbly 
would be less efficient than other types. j 

Mr. Casey. Whom did you ask ? 

Mr. McCoy. I believe it was some of our people in the Stee! 
Division. 

Mr. Casry. Who specifically? Did you ask Mr. Carson ? 

Mr. McCoy. I may have; I don’t recall. There was a general dis. 
cussion on that. 

Mr. Rrenuman. I think his testimony shows that they just looked 
over the applications generally and asked for no information from any 
source. 

Mr. McCoy. May I call attention to the fact he is talking about ; 
later period in connection with the loan application. 

Mr. Casry. No;Iam not. I am talking about the application you 
approved on December 9. 

Mr. McCoy. The decision, I believe, by the company to change thieir 
equipment was made in connection with the loan negotiations. 

Mr. Harpy. That is exactly the point. You approved the thing for 
a certificate of necessity based upon the utilization of these old mills 
that originally had been designed to make cartridges, I believe—she'!ls, 
And you said that on the basis of the application you made a fining 
there was a reasonable chance of success. Now, do you know whether 
the engineers subsequent to that time you set yourself up as an author- 
ity, apparently, on these applications, have made a determination that 
there was not a reasonable chance of success with those old mills, ani 
so, therefore, they required an increase in the investment and increase 
in the loan ? 

Mr. McCoy. That was a disenssion and determination that took 
place at some later time. 

Mr. Harpy. That is correct. But at the time you made your deci- 
sion with respect to this certificate of necessity, in December, you mace 
a finding that there was a reasonable chance of success of this plant 
as then proposed. Is that not right ? 

Mr. McCoy. That is right. 

Mr. Harpy. And do you still consider yourself competent to mak 
that finding? 

Mr. McCoy. Well, I think, yes; that we were right then; that there 
was a reasonable chance of success. We could be wrong about it. 

Mr. Rreutman. This has been asked before, Mr. Chairman—)ut 
what did you base your finding on ? 

Mr. McCoy. I would have to answer that by saying that we looked 
at all these cases which were for the expansion of steel. They seemed 
to us to be sound, reasonable proposals for the expansion of ingot 
capacity, some of them from large companies, medium companies, and 
some from new enterprises. 

Mr. Rreniman. Well, who in your group had sufficient information 
to say that this shell plant could be converted to tubing steel ? 

Mr. McCoy. I don’t know that that specific part of this specitic 
application was discussed at that time. 
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Mr. Harpy. In other words, you just granted the application in the 
dark ? 

Mr. McCoy. And in the case of this group of certificates we had 
with us at the time the Chief of the Steel Division. 

Mr. Harpy. I don’t think there is any need of pursuing that any 
further. 

Mr. Lanrarr. I would like to ask a question. 

Mr. Harpy. Allright, Mr. Lantaff. ; 

Mr. Lanrarr. Did this action, taken as a result of this conference, 
result in approving all pending certificates for steel expansion ? 

Mr. McCoy. No. As I recall, it did not all the pending cases at 
that time. Most of them, I believe, were approved pending at that 
time. There have been subsequently a lot more. 

Mr. Harpy. That is a very pertinent question. 

Mr. Lantarr. At that time did you just bundle up all the pending 
applications for certificates for plant expansion in the iron and steel 
industry, and as a result of that conference approve them ? 

Mr. McCoy. As I recall, we selected all the cases, all the applica- 
tions that had been filed which we felt were reasonable and sound and 
considered them as a group. 

Mr. Lanrarr. As of that date 

Mr. McCoy. That may have excluded some that were either filed 
with us and had been received by us, had been filed and had been 
received by us. I couldn’t tell you exactly how many were not in- 
cluded in that original determination. 

Mr. Lantarr. Who selected these forty-odd applications that were 
approved in blanket ? 

Mr. McCoy. The Industry Operations Bureau and the Facilities 
Bureau jointly selected the applications. 

Mr. Lanrarr. Now, the Industry Operations Bureau had as one of 
itsemployees Mr. Leyda; did it not? 

Mr. McCoy. That is right. 

Mr. Lantrarr. Now, Mr. Leyda had turned this application down. 
How did Hazleton Steel get included in these 40 then? Who picked 
them out? Did you pick them out or did somebody else pick out 
the 40? 

Mr. McCoy. They were selected from the then pending applica- 
tions. I couldn’t be certain about this, but probably it was all of the 
applications we then had for basic expansion in ingot. 

Mr. Lanrarr. All the applications? 

Mr. McCoy. In basic expansion on the ingots we then had. There 
might have been some other cases on finishing: 

Mr. Lanrarr. In other words, there was no selectivity exercised ; 
you just took all the pending applications to consider as a bulk? 

Mr. McCoy. I assume we had to consider them all together. 

Mr. Lantarr. Mr. McCoy, you are head of this Department (Bu- 
rea). Don’t you know? 

Mr. McCoy. I can’t remember at the time when we laid them out. 

Mr. Lantarr. We are dealing with several billion dollars here. 

Mr. McCoy. You asked the specific question as to whether we had 
pushed aside some others we then had pending and did not decide on 
them. 

Mr. Lantarr. Right. 
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Mr. McCoy. I can’t recall at the moment. 

Mr. Harpy. Would your records show ? 

Mr. McCoy. No, sir; I don’t think they would show that detail. 

Mr. Harpy. You mean your records wouldn’t show whether or not 
there were other pending applications for steel facilities at the time 
that you passed on these / 

Mr. McCoy. We have a record in the Industry Operations Bureau 
of the receipt of these applications from the Facilities Bureau, and | 
could consult our records to see whether we had actually received in 
our. Bureau by that time more applications or an additional number 
than the ones we considered at that time. 

Mr. Lantarr. Do you mean to tell me you don’t remember this one 
fact ?—in the discussions leading up to this conference, whether or not 
the decision was made to pull out all pending applications for con- 
sideration, or whether or not you picked out the 40 specific ones to 
consider ? 

Mr. McCoy. Well, as I stated, Mr. Lantaff, my recollection is that 
we had all the cases, but I couldn’t be absolutely sure about that. 

Mr. Lantarr. As well as you remember, you just took all pending 
applications and approved them ? 

Mr. McCoy. That is my recollection. 

Mr. Benper. Do you follow the suggestions or recommendations of 
your subordinates; is that correct? 

Mr. McCoy. No, sir; not altogether. 

Mr. Benper. Does Mr. Leyda have any standing with you? 

Mr. McCoy. I don’t know how to answer that question. He is a 
member of the staff of the Iron and Steel Division and is responsible 
to the Director of that Division. 

Mr. Benver. That is, you have no jurisdiction over him ? 

Mr. McCoy. I have no direct. He is a member of the staff of the 
Steel Division and his immediate superior is the director of the Stee! 
Division. 

Mr. Benper. Any recommendation that he would make or any 
written statement that he would present would have some weight witli 
you ¢ 

Mr. McCoy. Yes, some; but I may explain that I do not neces- 
sarily approve all of my subordinates’ recommendations in any event. 

Mr. Harpy. It would be assumed, would it not, where you over- 
ruled him you would have impelling reasons to do so ? 

Mr. McCoy. Certainly. ‘ 

Mr. Benper. Well, there are some subordinates that disagreed with 
Mr. Leyda’s position; is that correct ? 

Mr. McCoy. Some subordinates ? 

Mr. Benper. Some other subordinates, or some other members of 
your staff who didn’t share his rather dim view of this project. 

Mr. McCoy. He rendered the report that he spoke of here in his 
testimony. That report was not sent forward by me. 

Mr. Benver. That is, you held that back ? 

Mr. McCoy. We held that back and submitted another report later 
in January to complete the record. 

Mr. Harpy. On that particular point, actually his report was not 
submitted to you until after the certificate had been approved ? 

Mr. McCoy. That is right. 
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Mr. Casry. Mr. McCoy, were you conscious of the fact this appli- 
cation was being considered in the Iron and Steel Division at the very 
time you granted the certificate of necessity ¢ 

Mr. McCoy. When we 

Mr. Casry. Were you conscious of the fact it was being considered ? 

Mr. McCoy. When we reached the decision on this group, we knew 
that we had not completed all of our detailed reporting on these cases 
which had 

Mr. Casey. Did you know that the Iron and Steel Division was 
actually considering this application for certificate of necessity ? 

Mr. McCoy. Sure; they would have all these applications. 

Mr. Botuine. Mr. Chairman. 

Mr. Harpy. Go ahead, Mr. Bolling. 

Mr. Botiine. What was the reason that impelled this group, con- 
scious of the fact that it had not received all the technical reports on 
all the applications; in other words, that the alleged facts in the appli- 
cations had not been thoroughly investigated and examined—what 
was the impelling reason that caused this group in a blanket manner 
toapprove in bulk approximately 40 applications ? 

Mr. McCoy. Our principal reason was the urgency of getting new 
steel expansion under way. We were very short of steel. Our defense 
program depended pretty largely upon getting additional steel and 
getting it as rapidly as possible. The steel companies that would file 
these applications had told us, some of them, most of them, that their 
expansion plans were predicated upon getting accelerated amortiza- 
tion. That was particularly true of some sompanies, I believe, that 
would not have gone ahead promptly with laying their plans for 
expansion unless they had assurance that they were able to amortize 
the new facilities. 

Mr. Benper. How much was involved in actual money, dollars, in 
these 40 applications that were given priority, or were approved ? 
What was the total amount of money involved / 

Mr. McCoy. I believe that is in the official press release, and I don’t 
recall the exact amount of money. 

Mr. Benper. How much would you guess? 

Mr. Harpy. Let’s let him supply it. Have we got the press release ? 

Mr. Casey. Yes. 

Mr. Harpy. Let’s get it accurate if we can. 

Mr. Benver. Well, Mr. Chairman 

Mr. Casry. I am reading here from copy of a press release that was 
furnished to us dated December 13, 1950, and it states: 

Issuance of 48 necessity certificates for rapid tax write-off to expand defense 
facilities of 18 steel and 3 refractory companies was announced today by Stuart 
Symington, Chairman of the National Security Resources Board. In steel the 
necessity certificates issued were for expanded facilities estimated at 
$469,266,343. 

Mr. Benpver. This $7,800,000 was a part of that total? 

Mr. McCoy. Yes, sir. 

Mr. Benver. Four hundred and sixty-nine million dollars in round 
figures. Well, did you use the same kind of thinking or the same 
kind—that is, in reaching your conclusion as to the total amount of 
$469 million, was your over-all thinking in line with your thinking 
on this particular project ? 
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Mr. McCoy. The $469 million represents the aggregate new invest- 
ment, part of which was covered by these certificates. I am not 
sure—— 

Mr. Harpy. Your procedure with respect to all of them was the sane 
as it wasonthis? I think that is what Mr. Bender means. 

Mr. Benver. That is right. I probably phrased my question rather 
clumsily. 

What I mean to say is this: You approved this $7,800,000 transaction 
without very much consideration, obviously, as you testified ; without 
examining it very carefully; without paying too much attention to 
what others in the bureau, or subordinates, had to say. Now, was your 
thinking on the other transactions in line with your thinking on this 
transaction ? 

Mr. McCoy. We treated all of them alike with respect to the facility. 
If it was ingot production, an increased ingot production, a small firm 
or medium-sized firm, it got the same treatment. 

Mr. Benver. That is, the whole thing went through like a cat goes 
through a dog show ¢ 

Mr. McCoy. As I emphasized, we were, shall I say, under pressure 
to get certification out for new steel capacity. The industry would like 
to have a word from what they could expect in the way of amortization 
so they could proceed with their plans to expand steel output. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Mr. Lantaff ? 

Mr. Lantarr. Are the provisions of the Jaw under which the cer- 
tificates are issued such that should subsequent facts be developed 
which indicate that the statements made in the application are not 
true, that the NPA could then cancel the certificate ? 

Mr. McCoy. That is probably a legal question, but I will offer a 
nonlegal viewpoint on it; and that is, if it is discovered at any time 
that. we were misinformed, in other words, misrepresentation, I am 
fairly sure we could take proper action. 

Mr. Lanrarr. Based upon Mr. Leyda’s report to you that the state- 
ments contained in the application were not true, and knowing that 
to be a fact now, would you recommend that this particular certificate 
for Hazelton Steel be canceled ¢ 

Mr. McCoy. Well, I couldn’t answer that because it is not m) 
responsibility. 

Mr. Lanrarr. I say, “Would you recommend?” You recommend 
the granting of it. 

Mr. McCoy. Well, if you want to base it on what has been brought 
out this morning with respect to the statement about pig iron, for 
example, 1 would say that is not necessarily controlling, because for 
electric-furnace operation pig-iron supply is not very important. 
Most electric furnaces are as a rule—as a generality an electric- 
furnaee operation operates 98 percent on scrap. 

Mr. Lantarr. Then, predicated on Mr. Leyda’s report of the fact 
that the statements contained in there were not true and this did not 
have a chance of reasonable success, you still would not recommend 
canceling the certificate; is that right? 

Mr. McCoy. Well, on the objections you have brought up here, or 
rather, on the basis you have brought up here—— | 
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Mr. Lantarr. On Mr. Leyda’s report. 

Mr. McCoy. On the pig iron, no. 

Mr. Lanrarr. Not on the pig iron / 

Mr. McCoy. That is not sufficient. Mr. Leyda’s report which refers 
to the availability of pig iron—— 

Mr. Lantarr. I am not talking about the whole report, based on his 
report to you. 

Mr. McCoy. I was going through it. 

Mr. Lantarr. Let’s just take the whole thing. Based on his report 
to you, Which shows there were certain misstatements made in that 


application on which you relied, would you now change your 
ap] . « eS ° 


recommendation ¢ 

Mr. McCoy. Not on the basis of his particular report, no. 

Mr. Lanrarr. You mean to tell me 

Mr. McCoy. Not on the report on the certificate of necessity. 

Mr. Lantarr. Then all this work Mr. Leyda did was for naught. 

Mr. McCoy. Not necessarily. 

Mr. Bottine. Mr. Chairman, there is a very pertinent point here. 
You do not consider it significant that without any successful chal- 


lenge a member of your staff, a subordinate of yours, stated that al- 


leged facts in an application were not facts. You are saying, in 
ellect, that you do not consider that the fact that the applicant may 


not have told the truth is important in considering his qualifications 


to get certain favorable treatment on tax amortization. 


Mr. McCoy. Surely, if there has been considerable or substantial 
misrepresentation here of a serious nature, I think action should be 
taken. 

Mr. Lantarr. If there is any misrepresentation 

Mr. McCoy. May I explain my point. The question of pig iron 
here, I think is a very minor one. 

Mr. Lanrarr. You mean as to whether or not they can get the 
naterial ¢ . 

Mr. McCoy. That doesn’t matter with regard to the successful oper- 
ation of the plant. 

Mr. Harpy. It does not make any difference whether they can get 
any materials or not ? 

Mr. McCoy. They operate on scrap—not on pig iron. 

Mr. Harpy. If I remember correctly, his statement covered both 
scrap and pig iron, so you disregarded both. 

Mr. McCoy. No. 

Mr. Harpy. We are not getting anywhere. 

Mr. McCoy. May I add that with regard to both pig iron and scrap 
that his statement with regard—imaybe it is a misstatement, that he 
suid he had pig iron when he didn’t. Now that is a misstatement, of 
course, but that isn’t very important, because the operation could go 
on Without pig iron. Most electric-furnace operations use no pig iron 
at all. 

With regard to the scrap situation, the report here indicates that 
there is a shortage of scrap in that area, or that the use of scrap in that 
area would take it from some other mill. But we have approved and 
will approve steel mill operations, all of which use scrap—most steel 
mills do. 

Mr. Harpy. Let me just ask you a general question now. Are you 
ipproving, and are you going to continue to approve, certificates of 





186 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


necessity for tax-amortization purposes for plants for which there js 
no assured source of supply of raw materials? 

Mr. McCoy. No; where there is no assured source of supply. Bit 
we do have a supply of scrap. 

Mr. Harpy. And you got an assured supply of scrap then, notwith. 
standing the statement made by Mr. Leyda. Maybe you checked ty 
find out whether he was right or wrong. Did you? 

Mr. McCoy. What he says here seems to me to be quite irrelevant, 
Every steel mill uses scrap, and if we denied all applications for ney 
steel based on availability, we wouldn’t have any. 

Mr. Harpy. Go ahead, Mr. Riehlman. 

Mr. Rresiman. Do you mean to tell this committee if a person is 
applying for a certificate of necessity and you find that he has falsified 
his statement, that it is irrelevant to granting a certificate ¢ 

Mr. McCoy. No; I don’t want to. 

Mr. RreHiMAN. That is exactly what you have said. 

Mr. McCoy. I don’t want to be misunderstood on that. I think this 
was a minor thing. 

Mr. Rren_Mmay. Is it a minor thing to falsify when you are making 
an application for a certificate of necessity ¢ 

Mr. McCoy. No; it is not. 

Mr. Rrentman. All right, then let’s get. that. 

Mr. McCoy. I think here is a question of whether he could get pig 
iron or not. 

Mr. Benper. Mr. Chairman, we haven’t heard the gentlemen whi 
made the application. That is, I understand that Mr. Dowd and his 
associates are here—frankly, I don’t like this deal, but these gentle. 
men may be Christians compared to the others, that, this $7,800,())) 
of the $469,000,000. I am tremendously interested in $7,800,000, but 
I am more interested in the light of Mr. McCoy’s testimony and his 
thinking on these issues in the $469,000,000. 

Mr. Harpy. Let me say to the subecommittee—— 

Mr. Dowp. Mr. Chairman? 

Mr. Harpy. Justa minute. Let me say to the subcommittee that the 
concern of this subcommittee is not the question as to whether we are 
going to make Christians out of anybody. The concern of this sub- 
committee relates purely with the operation of the Federal agency that 
are entrusted with the responsibility for administering this program. 
Mr. Dowd is not on trial before this subcommittee and neither i: 
anybody else. It is not up to this subcommittee to determine whether 
fraud is involved or not. That is a matter for the Justice Department 
and for the courts to decide, and it is not my intention to let this hear- 
ing get into that phase of the matter. 

The whole point in this particular dispute is a statement by on 
employee in an agency that there are statements on an application 
which are not supported by his investigation. Now, then, the ques 
tion that is involved here is why did another, a superior in that same 
organization, ignore the observations of a subordinate ? 

Mr. Benver. That is very clear to me, and I am not suggesting any 
fraud. I am not suggesting any wrongdoing on the part of any o/ 
these applicants. What I am suggesting is that we have a demonstra 
tion of the worst kind of stupidity here in the handling of these appli: 
cations and in the over-all picture. The one hand knows little of 
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what the other hand is doing. And we are concerned about the con- 
fusion that exists. I can understand why business people are dis- 
tressed and why we have unemployment in areas where we should 
have an abundance of employment when you have such an internal 
conflict existing as is demonstrated here in this particular agency. 

Mr. Harpy. I think it is very clear, Mr. Bender, there was not as 
close coordination and cooperation within the agency as there should 
have been, and that is the thing we are trying to develop here at the 
moment. 

I think we might expedite matters if we can get back now to the line 
of interrogation which counsel is following, unless there are some 
short questions that members of the subcommittee might ‘dispose of 
with Mr. MeCoy. . 

Certainly Mr. McCoy’s testimony has not been as clear and as un- 
equivocal as I would expect to find, Mr. McCoy, from a man occupying 
the position which you occupy in the Department of Commerce. 

Mr. McCoy. Lamsorry, but Iam trying my best to answer as directly 
as I can. 

Mr. Harpy. Mr. McCoy, I don’t think you are trying. If you are 
trying as best you can to answer directly, then there is some question 
inmy mind as to how in the world you ever reached the position which 
you occupy, if you can’t do better than that. 

All right, Mr. Casey, proceed. 

Mr. Casry. Mr. McCoy, is the issuance of these certificates of neces- 
sity governed by certain regulations / 

Mr. McCoy. Yes. The controlling regulation, of course, is the leg- 
islation. 

Mr. Casry. Were there regulations issued pursuant to that legis- 
lation ? 

Mr. McCoy. The NSRB initially issued some regulations. 

Mr. Casry. I show you these regulations [handing document to 
witness] and ask you whether or not those are the regulations that 
govern the issuance of certificates of necessity. 

Mr. McCoy. Yes; those are the ones. 

Mr. Casey. Now I ask you whether or not, at the time that this 
group of certificates was issued to the steel industry on December 9, or 
thereabouts, you were conscious of section 600.3 (f), entitled “Respon- 
sibility of Agencies and Officers Other Than the Certifying Author- 
ity,” specifically the responsibilities of the delegate agencies. Are 
you a delegate agency under this revenue act ? 

Mr. McCoy. At that time we were. 

Mr. Harpy. Were you conscious of that provisions in the regula- 
tions ¢ 

Mr. Casry. I will read the provision [reading]: 

Delegate agencies and officers shall be responsible for making a report and 
recommendations for specific action to the certifying authority regarding each 
application. Such report and recommendation shall be based upon a thorough 
examination and investigation conducted by the delegate agency or officer or 
other competent Government agencies or officers. 

Are you conscious of that ? 

Mr. McCoy. That is right. 

Mr. Botxrne. What is the date of that? 

Mr. Casey. I cannot find it here. 

83530—51——13 
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Mr. Harpy. Is that the Federal Register you are reading from? 

Mr. Casry. Yes. 

Mr. Harpy. What is the page and the reference ? 

You are familiar with that part of the regulations? 

Mr. McCoy. Yes; surely. 

Mr. Harpy. Do you consider that you carried out your responsibili- 
ties under that regulation ? 

Mr. McCoy. Well, we have two places 

Mr. Harpy. Can you just—— 

Mr. McCoy. I want to explain my answer—otherwise. I do not 
make a report—the Industry Operations. I do not make the report 
in that case to NSRB. That is made by the Facilities Bureau of NPA, 
which is charged with making the detailed reports to NSRB. 

Mr. Harpy. Their reports are based on your recommendation to 
them ? 

Mr. McCoy. Presumably so, yes 

Mr. Casey. In other words, your recommendation is an integral 
part of the recommendations made to the NSRB? 

Mr. McCoy. It is a Hank of it, but I never had the responsibility 
for recommending to NSRB. 

Mr. Harpy. Let me see. 

Mr. Bottine. While you are looking at this—was this regulation in 
existence before this set of decisions was made, this recommendation / 

Mr. McCoy. Yes; it was, because I don’t believe that there was any 
procedures set up for handling amortization cases until that regu- 
lation was issued. 


Mr. Harpy. I again want to read a portion of this [reading]: 


Delegate agencies and officers shall be responsible for making a report and 
recommendations for specific action to the certifying authority regarding each 
application. Such report and recommendation shall be based upon a thorough 
examination and investigation conducted by the delegate agency or officer or by 
other competent Government agencies or officers. 

Mr. McCoy. And a detailed report did go to NSRB when they 
were the certifying agency on each case. 

Mr. Harpy. And your part of that total document was to submit 
a recommendation based upon a thorough examination and investi- 
gation; is that not correct? 

Mr. McCoy. That is part of that recommendation which was my 
job. 

Mr. Harpy. And I ask you: Did anything which your submitted 
in connection with this particular application result from a thorough 
examination of this particular case? 

Mr. McCoy. I wouldn’t say that we had made a thorough examina- 
tion on all these cases. 

Mr. Harpy. Is that what the regulation says you shall do? 

Mr. McCoy. For NPA. Yes; for NPA. 

Mr. Harpy. Weren't you part of NPA? 

Mr. McCoy. Part of it: yes, sir. 

Mr. Harpy. The part th: at was charged with that responsibility ? 

Mr. McCoy. No, sir. 

Mr. Harpy. Who was? 

Mr. McCoy. The Facilities Bureau. May I explain—— 

Mr. Harpy. Don’t you furnish the basis upon which the Facilities 
Bureau operates ? 
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Mr. McCoy. Yes, sir; we do. 

Mr. Harpy. And, if the basis is false, how can the Facilities Bu- 
reau submit a true report ? 

Mr. McCoy. If the basis 

Mr. Harpy. In other words, are you telling this committee that it 
js your branch that is responsible for falsification on the part of the 
Facilities Bureau, the certifying officer ¢ 

Mr. McCoy. No, sir; no. Falsification, no, sir. We did submit a 
report on all these cases to NSRB—I mean, NPA. 

Mr. Harpy. You submitted a report. Was that report based on a 
thorough examination ? 

Mr. McCoy. I think we would call it an examination. Now we 
might argue—— 

Mr. Harpy. Is that what the regulation says? 

Mr. McCoy. No, sir; they say “thorough examination.” 

Mr. Harpy. Did you comply with the regulation and your re- 
sponsibility under that regulation ? 

Mr. McCoy. I think I would say that these cases had a thorough 
examination with respect to the application itself. I think so, Mr. 


i Chairman. I believe we did. 


Mr. Lantarr. Do you have a copy of the report you submitted on 
these 48 cases ? 

Mr. McCoy. They are all in the files. 

Mr. Lantarr. Do you have a copy of your report on the Hazleton 
Steel ? 

Mr. Harpy. We have got that. We will get to that in a minute. 

Mr. Casey. Let me direct your attention to another section of this 
same regulation, that— 
in making the determination on the certificate of necessity, consideration will 
be given to certain other factors, including the competency, performance record, 
if any, and any other factors bearing upon the ability of the applicant to man- 
age effectively the proposed expanded facilities. 

What consideration was given in the recommendation that you 
made on the Hazleton Steel to that particular factor? 

Mr. McCoy. Well, I don’t believe our report, as we have it written 
out here, went into that thoroughly ; no. 

Mr. Harpy. So, in that respect, you ignored your responsibility ? 

Mr. McCoy. I think we took most of these certificates at that time 
on good faith. I mean, their application on good faith. 

Mr. Harpy. So then, with respect to that provision in the regula- 
tion, you ignored it? 

Mr. McCoy. If you want to call it that, but I think we might say 
we were under pressure to get these out and—— 

Mr. Harpy. I am not asking you that. There may be mitigating 
circumstances. 

Mr. McCoy. I think we admit, Mr. Chairman, we did not carry out 
fully an intensive investigation. 

Mr. Harpy. I can understand there was pressure at that time. 

Mr. McCoy. That is right. 
_ Mr. Harpy. In trying to get things going; that there were mitigat- 
ing circumstances; and, if you will just state there were mitigating 
circumstances and adinit the true facts about this, we would get along 
a whole lot faster. 
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Mr. Casey. Mr. McCoy, at some time Mr. Leyda’s and Mr. Carson's 
recommendation on the Hazelton case came to your desk. Is that so/ 

Mr. McCoy. Yes. 

Mr. Casey. And that was January 5, 1951, or shortly thereafter? 

Mr. McCoy. Yes. 

Mr. Casey. And what was the purpose of having Mr. Leyda and 
Mr. Carson make the investigation they were making a month after 
the certificate had been issued ¢ 

Mr. McCoy. Well, I explain it this way: Again under pressure to 
get-out some certificates so that the steel expansion could go on, we 
arrived at this general conclusion of how we would deal with thes 
-ases, and then to submit the detailed report; that is, from our office 
later. 

Mr. Casry. Well, I don’t know that that answers my question. 

Mr. McCoy. That is how the report came along later after the 
certification. 

Mr. Casey. I know, but you had already granted the certificate of 
necessity. 

Mr. McCoy. The certificate had been granted; that is right. 

Mr. Casey. Was it for the purpose of permitting the Iron and Steel 
Division to submit any evidence of inconsistency that they might find 
in studying the application and the circumstances indicated on the 
application ? 

Mr. McCoy. Well, sure; they could do that. 

Mr. Casey. Did they do it in this case ? 

Mr. McCoy. The timing was as I have explained. In early 
December—— 

Mr. Casey. I know the timing. 

Mr. McCoy. We decided to do that. We didn’t have all of the de- 
tailed timing and reporting finished on these cases. 

Mr. Casey. I am asking you what was the purpose of getting this 
kind of record built up after the certificate had been issued ? 

Mr. McCoy. Simply because we wanted to have our own records 
complete as to what we have done in each case. 

Mr. Casry. Now, when Mr. Leyda’s and Mr. Carson’s recommenda- 
tion came to your desk, and it was completely adverse to the appli. 
cation for certificate in this case, you, of course, could not forward 
that application through in the regular manner; could you? 

Mr. McCoy. Surely, I could do so. 

Mr. Casey. Had you not already committed yourself to the granting 
of this application ? 

Mr. McCoy. I could do so; could have sent that report on to thie 
Facilities Bureau. The Facilities Bureau were informed that the 
Steel Division did not approve this particular one. I didn’t file this 
report with them. We prepared another one which was 

Mr. Casry. We are going to come to that one. But you could not 
approve the recommendation by Mr. Leyda and Mr. Carson because 
you had already committed yourself 1 month previous to the granting 
of this certificate. 

Mr. McCoy. Well, I don’t say “committed” myself. It was a group 
decision in NPA, not merely my decision. 

Mr. Casey. Did you concur? 

Mr. McCoy. I concurred in the general decision to certify the cases 
we had before us, but it wasn’t my individual decision. 
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Mr. Casey. Then describe to us what you did with Mr. Leyda’s and 
ee Carson’s recommendation. 

Mr. McCoy. This report, among others on these other cases, came 
to ae Mr. Leyda’s, the Steel Division report. I spoke to Mr. Car- 
0 | aan 

Mr. Casey. Before we get that far. 

Mr. McCoy. Yes. 

Mr. Casey. Did you have the recommendation of the Iron and 
Steel Division in the form in which it has been presented here on 
any of the 48 cases you approved on December 9? 

Mr. McCoy. There had been, as I recall, no detailed reports sub- 
mitted to me at that time. 

Mr. Casey. In other words, the form of this report that Mr. Leyda 
and Mr. Carson forwarded in connection with the Hazleton case had 
not reached your desk or had not been brought to your attention prior 
tothe granting of any of the 48 certificates ? 

Mr. Harpy. With respect to any of them? 

Mr. McCoy. As I recall, we had at that time no form set up to use 
ourselves, and at that conference w here we determined what would be 
the policy of NPA with respect to the certificates, also we discussed 
the type, form, that we would apply to each case in support of it. 

Mr. Casey. What I am trying to bring out is this 

Mr. McCoy. Therefore, as far as I recall, there was no report form. 
I don’t know whether these were in existence at that time or not. 

Mr. Casey. It is clearly evident that the details concerning the 
particular applicant in the Hazleton case had not been investigated 
prior to the granting of the certificate on December 9. Is that true 
with respect to each of the other 47 applicants? 

Mr. McCoy. I think it would be generally true; yes. 

Mr. Casry. Now, when you received this recommendation from Mr. 
Carson and Mr. Leyda, specifically what did you do with it? 

Mr. McCoy. These reached me, of course, after the certification had 
been made. The report which he has referred to, I considered, and 
as I indicated a short time ago, I did not consider that the matter on 
pig iron was too relevant. 

Mr. Casey. Let me stop you right there. 

Mr. McCoy. All right. 

Mr. Casey. Did you verify with the Bethlehem Steel Co. that this 
statement by Mr. Leyda was correct ? 

Mr. McCoy. That the statement with regard to—— 

Mr. Casey. To the supply of pig iron. 

Mr. McCoy. The supply of pig iron. No, I did not; I took his word 
for that. 

Mr. Casey. And did you not feel that Mr. Leyda must have thought 
this was a material misrepresentation in the application ? 

Mr. McCoy. Yes, sir; I think he did, and it is, I regret to say, a 
misrepresentation on the part of the applicant. 

Mr. Casey. But you decided that this was an immaterial misrepre- 
sentation ? 

Mr. McCoy. Well, I didn’t think at the moment it was enough to 
have a substantial nature, although I under stood that later on, check- 
ing on this, they had had some promises of pig iron, but that is a 
misrepresentation, that is true. 
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Mr. Casey. And Mr. Leyda thought it was a material misrepresen. 
tation ? 

Mr. McCoy. Yes, sir; he did. I disagree with him about that. 

Mr. Casry. Mr. Leyda has a complete background in the steel in- 
dustry ? 

Mr. McCoy. Yes; Mr. Leyda does. 

Mr. Casey. I see. 

Now did you verify the fact of Mr. Dowd’s association with the 
Pennsylvania Manufacturers Association ? 

Mr. McCoy. No, sir; I didn’t verify it. 

Mr. Casey. Now, you processed through to your superiors some dif. 
ferent recommendations with respect to the Hazleton Steel certificate 
of necessity; is that so? 

Mr. McCoy. Now you are confusing the loan report with the certif- 
cate. The question with regard to Mr. Dowd did not come up in the 
certificate of necessity as I recall it. You are talking about the loan, 

Mr. Casey. At any rate I was asking about the two recommenda- 
tions. But you did process through some other recommendation with 
respect to the application for certificate of necessity ? 

Mr. McCoy. Yes, I did. 

Mr. Casry. Now I show you this report here and ask you whether 
or not that is your signature [showing document to witness] ? 

Mr. McCoy. That is right. 

Mr. Casey. And that is the report that you processed ? 

Mr. McCoy. That is the report. 

Mr. Casey. Now do you have a copy of that report before you, Mr, 
McCoy ? 

Mr. McCoy. Yes, I do. 

Mr. Casry. What is the date of that report ? 

Mr. McCoy. January 26. 

Mr. Casey. 1951? 

Mr. McCoy. 1951. 

Mr. Casry. And will you read anything from that report that was 
used as a basis for the favorable recommendation on the Hazelton 
case ¢ 

Mr. McCoy. The report is under section 9 [reading] : 

Present indications point to a significant shortage of oil country tubular goods. 
As the oil production program increases and the defense needs expand, this 
shortage will become more acute. Direct military requirements for seamless 
tubing are also growing, and judging from World War II experience, would be 
extremely large in case of full mobilization. 

Mr. Casry. Is there anything on that recommendation that dis- 
cusses in any way, shape, or manner the competency and performance 
record of the applicant in this case? 

Mr. McCoy. I think this short form does not include that question. 

Mr. Casry. And yet the regulations require that that be one of the 
factors to be considered in the granting of the certificates. 

Mr. McCoy. That is right; but you see this isn’t the final documen- 
tation on that. , 

Mr. Casry. Who else would consider the competency and perform- 
ance record besides your Division ? 

Mr. McCoy. The Facilities Bureau. 

Mr. Casey. What information would they have on it? Do they 
have a staff? 
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Mr. McCoy. They have an independent investigation. 

Mr. Casey. I see. Well now what did you do with the recom- 
mendations of Mr. Leyda and Mr. Carson? Was that processed along 
with this approval here? 

Mr. McCoy. On the certificate of necessity ? 

Mr. Casey. That is right. 

Mr. McCoy. No; it was not. But the Facilities Bureau was in- 
formed by me that the Steel Division did not approve the application. 

Mr. Casey. Did you retain that in your own file, Mr. McCoy ? 

Mr. McCoy. Pardon me? 

Mr. Casey. Did you retain that recommendation in your own file? 

Mr. McCoy. Yes; I have it in my own files. 

Mr. Casry. You didn’t consider it was of sufficient importance to 
warrant attaching to your approval of this certificate of necessity / 

Mr. McCoy. I might as well have attached it to that and sent it 
along to the Facilities Bureau. The Amortization Division was fully 
aware of it, and kept it in our files. 

Mr. Casey. Is that your present procedure / 

Mr. McCoy. Fully acceptable to them. 

Mr. Casey. Does your present procedure call for taking out an ad- 
verse recommendation and keeping it in your own file? 

Mr. McCoy. It is our own practice to inform the Amortization 
Division of an adverse recommendation from a division and to either 
file the report with them or keep it in our own files. 

Mr. Casey. Now do you advise them orally ? 

Mr. McCoy. Orally. We work together every day. 

Mr. Casry. Don’t you believe it would be a sounder procedure to 
forward this adverse report along with your approval so they might 
see the complete record on which to base their action ? 

Mr. McCoy. I believe they actually see them. It is an adminis- 
trative matter as to whether we leave it in their office or whether 
we keep it in mind. 

Mr. Casry. No further questions. 

Mr. Harpy. Who prepared this report that you did submit? 

Mr. McCoy. This was prepared—this short report was prepared by 
Mr. Friedman here, for me and signed by me. 

Mr. Harpy. Mr. Friedman, do you have any more experience in the 
steel industry that Mr. McCoy does? 

Mr. Frrepman. I have had no experience in the steel industry as 
such. 

Mr. Harpy. What is the basis of the information upon which you 
prepared your report? 

Mr. FrrepMan. This is a report on the supply and requirements of 
this type of steel to maintain important civilian programs and to 
maintain the defense program. It is essentially an economic report. 

Mr. Harpy. Based on a statistical study, is that right? 

Mr. FrrepMan. An economic study. 

Mr. Harpy. Economic ? 

Mr. FrrepMan. Statistical study. I would call it an economic or 
statistical study. 

Mr. Harpy. And you don’t profess to have any background of 
knowledge or experience personally in the steel industry which would 
qualify you to pass upon the propriety of this certificate ? 
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Mr. Friepman. From the standpoint of the production ability of 
the particular firm; no. 

Mr. Harpy. Or even the prospects of a particular plant to succeed? 

Mr. FrrepMan. From the standpoint of its technical ability, no; 
from the standpoint of the market, of the need for its product, or the 
possibility of having people who will be demanding that prodict, 
I say “Yes.” 

Mr. Harpy. But from the standpoint of the prospects of a par- 
ticular plant, any particular steel plant, with any particular type of 
equipment, are you qualified to pass on that? 

Mr. FrrepMan. From the cochuioal standpoint, certainly not. 

Mr. Harpy. Then the only thing that you profess qualifications to 
enable you to pass on this is your knowledge of economics and your 
ability to study and evaluate economic factors? 

Mr. Frmpman. Well, Mr. Chairman, I wasn’t asked to pass upon 
this. 

Mr. Harpy. I understand that, but you prepared the memorandum 
which supported the recommendation of Mr. McCoy. 

Mr. FrirepMan. I prepared a report, the purpose of which was to 
examine into the requirements and the defense connection of the pro- 
duction which this proposed facility would turn out. 

Mr. Harpy. But it had no particular bearing on the capabilities of 
this facility other than what the application itself said it would do? 

Mr. FriepMANn. This was not intended to comment in any way on the 
technical capabilities of the firm, and the excerpt in this short docu- 
ment, which was read from, was taken from a longer report represent- 
ing a much fuller investigation into the supply and requirements of 
seamless tubing. 

Mr. Harpy. That is just a general proposition, and it does not relate 
particularly to this plant, except insofar as it may be able to contribute 
to that total supply; is that right? 

Mr. Friepman. That is correct, sir; but I certainly would not regard 
that as unimportant. 

Mr. Harpy. It is not unimportant if you know whether it can con- 
tribute to this total supply. But do you know whether this plan as 
proposed could contribute to the total supply ? 

Mr. Friepman. I think I have answered that, Mr. Chairman, I 
do not. 

Mr. Harpy. That is just the point. 

Any questions, gentlemen ? 

Mr. Lantirr. One final one. 

On these 48 applications that were approved, were any other disap- 
proving recommendations received from any of your subdivisions on 
any of the loans, any of the certificates that were granted ? 

Mr. McCoy. I would have to speak from just memory on that, but 
I believe there are some reports from the Steel Division adverse to 
some of the cases included in that. 

Mr. Harpy. Let me ask that question another way. Mr. Friedman, 
did you prepare for Mr. McCoy any other memoranda to support his 
action to replace recommendations which had come up from the Iron 
and Steel Division ? 

Mr. FrrepMan. Yes sir; I did. 

Mr. Harpy. Will you furnish this committee with a list of these! 
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Mr. FrrepMan. I have furnished a copy to counsel. 

Mr. Harpy. All right. 

Any questions, Mr. Riehlman? 

Mr. LantaFr. Mr. Casey, do we know whether they have approved 
or disapproved ¢ 

Mr. Casey. No. We might have furnished for the record whether 
or not the report of the Iron and Steel Division in each of these 48 
cases—what it was. 

(The matter referred to is as follows :) 

JANUARY 18, 1951. 


F Memorandum. 


To: H. B. MeCoy. 
From: Jesse J. Friedman. 
Subject: Hazleton Steel & Tubing Corp. 

The following brief notes have been prepared pursuant to your request for some 
information as to the need for the new steel-making facilities proposed for Hazel- 
ton, Pa. 

This project involves the construction of an electric furnace and pipe mill at a 
cost of $6,985,000. The electric furnace is to have a capacity of 150,000 tons, 
providing all of the ingot needed to produce 120,000 tons of seamless tubing 
annually. 

The documents submitted by the company indicate that its present plans are to 
devote its facilities primarily to the production of oil country goods for use in 
the petroleum industry, which normally accounts for about three-fourths of the 
hot-finished seamless tubing consumed in the United States. 

Production of oil country tubular goods in 1950 is estimated at about 1,750,000 
tons. Although this reflects record rates of consumption by the petroleum in- 
dustry, present output is inadequate to meet all requirements for oil country 
goods, and production will have to expand substantially during 1951 and 1952 if 
oil production needs, as projected by the Petroleum Administration for Defense, 
are to be met. These estimates of oil requirements are as follows: 


Millions of 
barrels daily 


—7.3 

To meet these demands, it is estimated that it will be necessary to drill 43,400 
new wells in 1951, as compared with 42,200 in 1950. The total footage of these 
new Wells in 1951 is estimated at 159.3 million feet, an increase of 4.2 percent over 
1950. Further increases would be required to meet projected petroleum demands 
for 1952. 

It is estimated that 1,762,000 tons of tubulars will be required to fulfill this 
drilling program in 1951. To meet projected oil needs, imports will also have to 
be increased. Foreign demands—largely for the production of petroleum by 
American companies operating abroad—is estimated at about 20,000 tons in 1951; 
this figure is an average of actual exports of these tubulars in the past 2 years. 
Thus, essential domestic and export requirements together total about 1,962,000 
tons for 1951. 

(No allowance is made in the above figures for tubular requirements for refin- 
ing purposes, on the one hand, or for tubular imports on the other. Neither of 
these factors is very large, and available data indicate that their net effect on the 
total supply-demand situation would be negligible. ) 

Present indications are that output of oil country goods in 1951 will not only be 
insufficient to meet indicated requirements of 1,962,000 tons, but, in the absence 
of special action by NPA, would even decline somewhat from the 1950 output of 
1,750,000 tons as the result of diversion of blooms and billets to other products. 
To help meet the pressing demands of the oil industry, a directive program for 
oil country goods has been proposed in the amount of 1,890,000 tons annually. 
This tonnage is estimated to represent the full capacity of existing facilities for 
such goods, but would still be short of requirements indicated above by some 
72,000 tons. 

In appraising the magnitude of oil country goods shortages which may remain 
if and after this program goes into effect, the following considerations are also 
pertinent : 
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1. Directive steel made available under this program is not likely to be reflecta 
in increased supplies actually moving into the oil fields until at least the middj 
of 1951. Requirements for the 12-month period from mid-1951 to mid-1952 will, 
of course, be higher than for the calendar year 1951. 

2. Official estimates of future oil requirements reflect needs for tubular goog; 
in 1952 significantly above 1951. Tentative estimates for subsequent years injj. 


cate a continuation of this upward trend. Present plans of the Petroleum Admip. | 


istration for Defense for increasing oil supplies are based on the following domes. 
tic production objectives: 
Thousands of Thousands of 
barrels daily barrels daily 
6, 340 | 1954 
6, 620 | 1955 
6, 840 


3. Export requirements for oil country goods in the next few years will prob. 
ably be substantially in excess of the 200,000 average of the past 2 years, jf 
petroleum imports are to be expanded at a rate sufficient to meet projected oii 
requirements. Present objectives of the Petroleum Administration for Defense 
for expanding imports of crude oil and residual fuel oil are as follows: 

Thousands of Thousands of 
barrels daily barrels daily 
§95 
920 
960 | 


The economic desirability of providing needed quantities of tubulars to expand 
oil production abroad is emphasized by the highly productive use to which such 
steel can be put in foreign producing areas. It is estimated that for every ton of 
steel used for casing and connecting an oil well in the United States, petroleun 
output is increased by about 100 barrels per year, while one ton of steel will pro- 
duce about 1,000 barrels per year in Venezuela, and more than 6,000 per year in 
Saudi Arabia. 

4. The domestic production and import objectives cited above are based upon 
the requirements of the economy under conditions of sustained semimobilization. 
Estimates of requirements of petroleum to support an all-out war necessarily 
yary with the nature, timing, and extent of the undertaking, but it is clear from 
the experience of World War II that such needs would be extremely heavy. 
Furthermore, to the extent that foreign sources of supply, such as the Middle 
East, were to become unavailable, the demands upon domestic production would 
be multiplied. Such increased demands might easily outweigh the savings made 
possible by curtailed civilian consumption. These views are borne out by a 
report prepared by the petroleum staff of NSRB since the first of the year, in 
which the conclusion is reached that “we have insufficient developed petroleum 
production in the Western Hemisphere to fight a major war. Our production 
deficit will increase as the war progresses.” 

While oil output might be expanded to some extent, and for a time, by in- 
creasing present allowable rates of production, sustained requirements could be 
met only by a substantial enlargement of the well-drilling program, necessitating 
increased supplies of tubular goods. 

5. During 1950, relatively little of the seamless tube capacity of the country 
was devoted to making direct military items. 

These requirements are beginning to make themselves felt, however, and as the 
military program picks up speed heavy requirements upon the tube mills may be 
expected for material needed in the tank, rocket, gun, mortar, and aircraft 
programs. In case of war, such requirements would bulk even larger. During 
World War II, for example, approximately one-half of the seamless tube 
production went into direct military use. 

To recapitulate, present indications appear to point fairly clearly to a signifi- 
cant shortage of seamless tubing facilities. As military demands expand, this 
shortage will become still more acute. The proposed mill at Hazleton, as presently 
planned, would not be suitable for the production of mechanical tubing for the 
military. The company states, however, that conversion from oil field seamless 
tubing to ordance items would be feasible by addition of other equipment and 
that with only slight modifications the plant could be converted to a high ex- 
plosive shell forging operation. In view of the possibility of heavy military 
tubing demands requiring the conversion of the proposed facilities, it might be 
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desirable to stipulate as a condition of any approval of this project, that the 
lay-out of the proposed mill be so arranged as to lend itself to any conversion or 
expansion that may be necessary for the production of ordnance tubing. 

Mr. Casey. One more question. Did you have anything to do with 
the loan application ? 

Mr. McCoy. Only this one report, this economic report, a copy of 
which you have. 

Mr. Benver. Under what pressure were you in connection with all 
these matters ? 

Mr. McCoy. I didn’t get that. 

Mr. BenpDer. You say you were under pressure. What is the pres- 
sure you were under in granting all of this? 

Mr. McCoy. I might say it was, as I recall, the administration’s 
policy to get prompt action on applications for accelerated amortiza- 
tion so that new facilities could be undertaken to meet our needs. 

Mr. Benver. Was the administration interested in certain appli- 
cations ? 

Mr. McCoy. No, sir; no, sir. 

Mr. Harpy. All right; I think we are going to have to answer the 
roll call. 

Mr. Down. Could I just have 2 minutes and I think I could clear up 
a lot of these things. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. The subcommittee will recess now to reconvene in this 
room at 1:30. 

(Whereupon, at 12:15 p. m. the subcommittee recessed, to reconvene 
at 1: 30 p. m.) 

Mr. Harpy. Let the subcommittee come to order. 

Will Mr. Craven come forward, please. 

Mr. Craven, do you solemnly swear that the testimony that you give 
to the subcommittee on the matter before it shall be the truth, the whole 
truth and nothing but the truth, so help you God ? 

Mr. Craven. I do. 

Mr. Harpy. Thank you, Mr. Craven. Have a seat. 

Mr. Casey. Mr. Craven, will you state your full name and position 
for the record, please. 


TESTIMONY OF THOMAS J. CRAVEN, DEFENSE PRODUCTION 
ADMINISTRATION 


Mr. Craven. My name is Thomas J. Craven. My position is, I think, 
an examiner in both tax amortization and loans. 

Mr. Harpy. You seem to be a little dubious about that, Mr. Craven. 

Mr. Craven. I do not think I have any title. I sign myself with 
whatever title they put under it. 

Mr. Casey. What agency are you with, Mr. Craven? 

Mr. Craven. DPA. I am in the Business Expansion Office. 

Mr. Casry. How long have you been there? 

Mr. Craven. I came here in November, the latter part of November. 

Mr. Casey. Would you briefly sketch your background, Mr. Craven. 

Mr. Craven. I will be glad to. 

Previous to coming here, without going into detail, if you do not 
mind, I was executive officer of a venture-capital corporation in New 
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York, in which our intention was to buy medium-sized businesses and 
infuse new products and developments into their pattern, using the 
profits of the existing products to finance the research and develop. 
ment of a new product, within the scope of that company’s field. 

Previous to that I aided in setting up the management staff, train- 
ing and production planning for eight ammunition Sr during 
the war, and for about a year I was in charge of production at one 
of the smaller plants. 

Previous to that I was one of the principal stockholders in several 
companies over a period of 7 or 8 years, whose principal function was 
reorganization of and financing of small businesses through working 
‘apital, and liquidation and appraisal for the courts, of corpora- 
tions, under 77 (b) of the Bankruptcy Act. 

Previous to that I was an officer of a large midwestern bank, 
handling their loans in the eastern district, New York and the sea- 
board, and followed up their slow loans when they got slow, and 
handled their foreign credits. 

Previous to that I was in foreign government lending as a clerk, 
and previous to that, in industrial sales. 

Mr. Casry. What exactly is your function with the Defense Pro- 
duction Authority ? 

Mr. Craven. I came down here with the sincere intention of trying 
to be helpful, because of my experience in this particular effort: | 
still have that sincere effort of trying to be helpful. 

I am supposed to be a loan examiner under the loan-review opera- 
tion of this particular office, but very often we do not have enough 
loans to work on, so I work on tax amortization. 

During the early stages I helped set up some formula and tried 
to help in the thinking of the breakdown and how they would analyze 
the tax amortization application. 

Because of some of my liquidation experience I felt I could be 
helpful in appraising, possibly, a second-hand value of machinery in 
question, on a postwar basis. 

Because of my production experience, I had some familiarity with 
a lot of machines that people in the organization were not familiar 
with, and very often could help them visualize what they were and 
what they did. 

Because of my work in the venture-capital field, where I think 
we reviewed about 800 different companies of moderate size, including 
the industry they were in, and their particular position in it and 
the management and whether they had a place in the sun or a future 
or not, I thought I could be helpful on loans. 

Mr. Casey. In the course of your duties did you have occasion to 
consider a loan application, or application for certificate of neces- 
sity, filed by the Hazleton Steel & Tubing Corp. ? 

Mr. Craven. I did. 

Mr. Casry. Which of those two applications did you have occasion 
to consider ? 

Mr. Craven. Only the loan. 

Mr. Casey. When did this application first come to your attention, 
please ? . 

Mr. Craven. If you will excuse my inaccuracy, I can only tell from 
the dates of my memorandum. It must have been just before Febru- 
ary 1. 
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Mr. Casey. You have an earlier memorandum on that, Mr. Craven. 

Mr. Craven. Do I? 

Mr. Casry. Yes. 

Mr. Craven. Thank you. 

I am not used to this and I am a little nervous. I hope you will 
bear with me. 

Mr. Harpy. That is all right. Take your time. 

Mr. Craven. I can only remember it by referring to these. 

Mr. Casry. It was sometime in the middle of January, was it not? 

Mr. Craven. This says January 24. The stamp says, “Received, 
January 24, 1951.” It could have been our stamp. That would be the 
only way I could identify it. 

Mr. Casry. Do you have a memorandum dated approximately that 
time, Mr. Craven ? 

Mr. Craven. Yes, I do. 

Mr. Casey. What is the date of that memorandum ? 

Mr. Craven. January 24, 1951. 

Mr. Casry. Who are your immediate superiors in the Defense 
Production ¢ 

Mr. Craven. Mr. T. Perkins, and Mr. Woodside. 

Mr. Casry. This memorandum of January 24, 1951, to whom was 
that addressed ? 

Mr. Craven. Mr. Theodore Perkins. 

Mr. Casry. What was the subject ? 

Mr. Craven. Hazleton Steel & Tubing Corp., Hazleton, Pa. 

Mr. Casey. What was the amount of the loan requested at that 
time ? 

Mr. Craven. It was $7,800,000. 

Mr. Casey. Would you read that memorandum into the record, 
Mr. Craven ¢ 

Mr. Craven. The whole memorandum ? 

Mr. Casey. Yes; I think so. 

Mr. Harpy. How long is it, Mr. Casey ? 

Mr. Casey. Let us cut it down a little bit. 

Mr. Harpy. Let us submit the entire memorandum for the record 
and read pertinent excerpts, if you like. 

(The information referred to is as follows :) 


DRAFT 


To: Mr. Theodore Perkins. 
From: Mr. Thomas J. Craven. 
Subject: Hazleton Steel & Tubing Corp., Hazleton, Pa. 


Amount of loan requested: $7,800,000—to provide funds for the estimated cost 
of acquisition, installation, and construction of the facilities for production of 
seamless steel tubing. 


TA No. 113 in the amount of $4,175,340 was certified by Commerce at the rate 
of 8 percent. Standard percentage allowance for this type of facility is 67 
percent, They cited four “unusual conditions” and reasons for the additional 
percentage allowance. In the TA application, the company planned to use two 
Assel mills and other second-hand equipment, including the moving of a build- 
ing from another location. The land has been donated to the company by the 
local Hazleton industrial development fund. Although this land cost the cor- 
poration nothing, it was capitalized for $100,000. 

LAC-1 was filed in the amount of $5,200,000. The RFC “supplemental engi- 
heering report” cited several exceptions to the assumptions in the application, 


particularly the suitability of the Assel mill for the production of 5%-inch 
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steel tubing which this plant proposed to make as well as the estimated cost 
of the project, and the estimated productive capacity. In the RFC examiner's 
report, the Philadelphia office has also cited the credit record of Mr. Dowd and 
his associates in previous enterprises and the nominal investment in the 
project by the three principals. The Philadelphia office also estimated that an 
additional $2,000,000 would be necessary to cover adequate working capita] 
and costs. The RFC declined this loan on January 12, 1951, but in their recom. 
mendations and advice to the delegate agency for possible consideration under 
the 302 loan, they suggest that the project would be in the public interest—*jf 
the requested loan were feasible with respect to all credit factors involved.” 
DELEGATE AGENCY—COMMERCE 

Apparently Commerce persuaded the applicants to revise their project insofar 
as the Assel mill is concerned. <A revision in the application included new tube- 
manufacturing machinery of Aetna Standard Engineering Co. as well as an 
additional $2,000,000. Consequently, the final loan certified by Commerce is in 
the amount of $7,800,000 after making allowance for the substitution of the new 
mill cost-and deletion of items covered in the first project. One of the condi- 
tions of Commerce's certification of this loan is that the corporation first secure 
a million dollars of private capital. 

RECOMMENDATIONS 

The revised loan application meets certain exceptions raised by the RFC 
report and the delegate agency makes a real improvement in the original pro- 
posal. The addition of the condition of a million dollars’ working capital is also 
a considerable improvement. 

It is recommended that this loan be held in abeyance and referred back to the 
delegate agency for more thorough consideration and review in view of the 
important factors involved in the feasibility, management, and repayment con- 
ditions of this project. 

1. Feasibility 

(a) Financial: An industry check of experience as to maximum and minimum 
profits. A profit-and-loss projection over a 5-year period, based on the maxi- 
mum and minimum profits to show the financial feasibility of this project. 

(b) A 1-year aging of working capital based on full production, Perhaps the 
applicant would employ a firm of competent accountants to supply this. 

(c) Check of the realistic capacity which can be expected from this facility. 


RAW MATERIAL 


Some firm assurance from a reliable source of supply that the raw material will 
be available to this company, particularly ingots. A survey by some competent 
engineer or engineering firm at the expense of the applicant might be suggested. 


2, Management 

It is obvious that the management in this case is not competent. Mr. Dowd’s 
record in Vulean Iron Works and Empire Ordnance is not outstanding, His 
associates in this case show very little, if any, operating experience. Their 
histories are rather transparent. 

In view of the above, it is suggested: 

1. That a competent engineering and management firm with experience in this 
field be employed by the applicant to supervise the design, installation, and man- 
agement of this project. If a substantial manufacturer in this field could be 
induced to undertake this responsibility and supply the raw material it would 
be preferable. 

2. Equipment: A further check of the equipment to be used in this project 
should be made to ascertain its availability within a reasonable time and _par- 
ticularly the condition of the second-hand equipment. Some evidence should be 
shown by the applicant that firm commitment relationships exist between the 
suppliers and the applicant. 

3. A time limit be set on the availability of funds to be used in this project, if 
approved. 

Mr. Casry. Would you read on the second page of that memoran- 
dum under the subject, Recommendations, those two paragraphs. 
Read the rest of the memo starting with “Recommendations,” 

Mr. Craven (reading) : 

The revised loan application meets certain exceptions raised by the RFC report 
and the delegate agency makes a real improvement in the original proposal. The 
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addition of the condition of a million dollars’ working capital is also a consider- 
able improvement. 

It is recommended that this loan be held in abeyance and referred back to 
the delegate agency for more thorough consideration and review in view of the 
important factors involved in the feasibility, management, and repayment con- 
ditions of this project. 


1, Feasibility 

(a) Financial: An industry check of experience as to maximum and minimum 
profits. A profit-and-loss projection over a 5-year period, based on the maxi- 
mum and minimum profits to show the financial feasibility of this project. 

(b) A 1-year aging of working capital based on full production. Perhaps the 
applicant would employ a firm of competent accountants to supply this. 

(c) Check of the realistic capacity which can be expected from this facility. 


RAW MATERIAL 


Some firm assurance from a reliable source of supply that the raw material 
will be available to this company, particularly ingots. A survey by some com- 
petent engineer or engineering firm at the expense of the applicant might be 
suggested. 

2, Management 

It is obvious that the management in this case is not competent. Mr. Dowd’s 
record in Vulcan Iron Works and Empire Ordnance is not outstanding. His 
associates in this case show very little, if any, operating experience. Their 
histories are rather transparent. 

In view of the above, it is suggested: 

1. That a competent engineering and management firm with experience in this 
field be employed by the applicant to supervise the design, installation, and 
management of this project. If a substantial manufacturer in this field could 
be induced to undertake this responsibility and supply the raw material it would 
be preferable. 

2. Equipment: A further check of the equipment to be used in this project 
should be made to ascertain its availability within a reasonable time and par- 
ticularly the condition of the second-hand equipment. Some evidence should 
be shown by the applicant that firm commitment relationships exist between 
the suppliers and the applicant. 

3. A time limit be set on the availability of funds to be used in this project, 
if approved. 

Mr. Casry. Now, that memorandum dated January 24 was followed 
by another memorandum addressed by you, entitled “Summary of 
Review of Department of Commerce, NPA Certification of Loan Un- 
der Authority of Section 302 of the Defense Production Act of 1950.” 
Is that correct ? 

Mr. Craven. February 3? 

Mr. Casry. No; this one is February 1. 

Mr. Craven. I have it. 

Mr. Casey. Mr. Craven, do you recall what transpired in your con- 
sideration of the loan application between the date of your memoran- 
dum of January 24 and your memorandum of February 1? 

Mr. Craven. I can only give you what I rather painfully remember 
as going through my mind. First of all, I could not reconcile the 
thing from the available information. There were so many holes in 
it, between the RFC report and the Commerce Department final 
recommendation. 

I got the tax-amortization certificate out and studied that in order 
to try to relate the proposal. There seemed to have been an awful lot 
of discussion held verbally of which I was not given any benefit and 
I finally, after starting with a completely derogatory memorandum, 
spoke to others. I cannot remember exactly whether I spoke to Wood- 
side or Perkins. 
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Mr. Casey. Did you speak to anyone outside of your own organiza. 
tion ? 

Mr. Craven. I spoke to Harper. 

Mr. Casry. Mr. Harper is Chief of the Loan Section in National 
Production Authority. 

Mr. Craven. Yes. 

Mr. Casey. Can you tell us the substance of your conversation with 
Mr. Harper? 

Mr. Craven. The substance of it was to the effect that this thing 
had all been gone over and the Secretary of Commerce had signed it 
and more or less “Who in the hell do you fellows think you are?” | 
just said, “Well, by God, I am a taxpayer, that is one thing, and I don't 
like it.” 

It appeared to be obvious that the loan was going to be made, and 
with that in mind I started to thinking along an entirely different line, 

Mr. Harpy. You said the Secretary of Commerce said it was all 
right to approve the loan as of the time of your discussion with Mr. 
Harper ? 

Mr. Craven. He signed the recommendation that came to us. 

Mr. Casry. As head of the delegate agency ? 

Mr. Craven. Yes. 

Mr. Casey. He filed that and signed it and it was in your hands at 
the time of the memorandum of January 24. 

Mr. Craven. That is right. 

Mr. Casry. Something changed your line of thinking before you 
wrote the memorandum of February 1, 1951, a week later? 

Mr. Craven. Yes. It was on the Chinese philosophy that if it was 
going to be made anyway we would try to put enough into it to give 
the Government a decent break. 

Mr. Casey. Referring to that memorandum of February 1, 1951, 
can you go over that memorandum without reading it and kind of 
sketch out the substance of it in a general way, winding up by reading 
the last paragraph of it? 

Mr. Craven. The substance of it was that I wanted to point out 
certain conditions that I thought could be included in the certificate, 
which would strengthen the whole assumption that it would be pretty 
well spelled out before any money was laid on the line, and, not only 
that, but the actual contracts and relationships between the company 
and the suppliers would be in hand, so that we would know before 
the first dollar was let out that started the flow of the purpose, that 
the rest would follow in sequence. 

Mr. Casey. On page 2 of that memorandum, did you spell out nine 
specific reasons for the denial by RFC or recommendation of RFC 
that this loan be denied ? 

Mr. Craven. Yes; I did. Of course, before the RFC made a sup- 
plemental recommendation, those conditions prevailed on the first 
conception of the project. 

Mr. Casey. Now, did you follow that up by reciting certain favor- 
able factors in relation to this project ? 

Mr. Craven. Yes; I did. Those were that it was in the public in 
terest, establishing employment in the district, which had an excess 
of labor and a chronic high record of unemployment, and a feasible 
project would make a contribution to the country’s production of steel 
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tubing; would aid in overcoming a critical shortage which existed at 
that time and threatened to become worse. 

Mr. Casey. And you made a determination as to the feasibility of 
the project. 

Mr. Craven. That was almost impossible, Mr. Casey. 

Mr. Harpy. What do you mean it was almost impossible ? 

Mr. Craven. Well, the figures were in round numbers and when the 
final recommendation came to me, there was not an awful lot of paper 
work to support their play of profit and repayment. An RFC engi- 
neer said that the productive capacity of the new facility was one 
thing, and the applicant said it was another, and there were several 
wide-open holes as far as the actual flow of cash was concerned, as to 
whether they would make so much sales and whether they would make 
such a terrific profit as they said they would in any normal operation. 
It was perfectly obvious that if the profits this company expected to 
make were going to be very real, that they would have a lot of 
company. 

Mr. Harpy. Did you have the benefit of the recommendation of 
Mr. Leyda or Mr. Carson of the Iron and Steel Division of NPA? 

Mr. Craven. No, sir. 

Mr. Harpy. When was the first time you heard of that recom- 
mendation ? 

Mr. Craven. This morning. 

Mr. Harpy. Do you mean you had not heard of that Iron and Steel 
branch of NPA, the memorandum they prepared, until this morning? 

Mr. Craven. No; I thought everything, as far as the Commerce 
Department or any subdivision was concerned, was lovely as far as 
this was concerned. 

Mr. Harpy. You heard the testimony this morning to the effect 
that it was discussed orally with people in DPA—I believe he testified 
to that effect—and I understand, from you, you were not one of the 
individuals with whom it was discussed. 

Mr. Craven. That is right. 

Mr. Casey. On page 3 of this memorandum of February 1, did you 
discuss certain changes that were made in this proposal since its 
original inception ? 

Mr. Craven. Yes. I hope you will excuse my bringing a family 
subject into it, but I was more or less, in this memorandum, trying to 
give the NPA some kind words. At that time I do not think we were 
entirely cordial in our relationships, you know, and I thought, well, 
it would not hurt to give them their side of the picture in order to be 
fair. In other words, I discussed this improvement on page 2, the 
improvement of some of the conditions—that were in the previous 
one. 

Mr. Casey. I notice you have the words “private capital” in quotes 
in various places in this memorandum. What is the significance of 
those quotes ? 

Mr. Craven. Well, the significance of the quotes is to call attention 
to it, because I did not know what it meant and I did not know where 
it was coming from and what form it was going to take. There was 
some slight difference between me and others in our Division as to 
what constituted “working capital.” If we were going to follow the 
idea of Lone Star by having a bunch of banks put a loan up, I took 

83530—51——14 
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serious exception to that being working capital, in the sense that | 
meant it. 

Mr. Harpy. Not only was capital available but it also constituted a 
current liability; is that right? 

Mr. Craven. That is right, and it had no long-term use availability. 

Mr. Harpy. Neither did it increase the investment of the owners, to 
encourage their desire to make it a paying proposition. 

Mr. Craven. I did not know how this “working capital” was to be 
supplied, and that is why I put that in quotes. 

Mr. Rmuiman. Did you ever get that iidatenationt 

Mr: Craven. No, sir. 

Mr. Rrensiman. Do you know of anyone else who did? 

Mr. Craven. I do not think so. 

Mr. Casry. Will you read the conclusion of your memorandum, Mr. 
Craven? 

Mr. Craven (reading) : 

In view of the scope of the changes which have been made by the delegate 
agency in the original proposal, it is not possible to cover these in detail at this 
point. The certificate signed by the Secretary of Commerce is therefore accepted 
as evidence of a final approval of all matters pertaining to the feasibility of this 
project and its contributions to the mobilization and national economy. 


Mr. Harpy. In other words, you made your recommendation that it 
be approved solely on the basis of the recommendation from the De- 
partment of Commerce. 

Mr. Craven. Exactly. There was no recommendation at any time 
by me or our office that we would recommend this loan. 

Mr. Harpy. You felt that you were not in a very good position to 


reverse a decision of the delegate agency; is that right? 

Mr. Craven. Let me understand that. 

Mr. Harpy. Well, the decision under delegate agency has been that 
the loan has been made. 

Mr. Craven. That is right. 

Mr. Harpy. And the delegate agency did have some authority over 
the agency that delegated this authority to them. 

Mr. Craven. That is right, but I understood also our function was 
that of final review before certification and in that sense, I am a 
freshman in Government and I am trying to feel my way around, 
as far as how a fellow on the bottom of the totem pole operates, under 
those circumstances; so, I said that if the Department of Commerce 
insists that this is O. K., and we haven’t time to refer it back, why 
there it is. : 

Mr. Harpy. You also felt that, if you had anything to do with it, 
you would reverse the decision of the Secretary of Commerce? ; 

Mr. Craven. I could not help thinking that. 

Mr. Casey. Did you prepare another memorandum in this case? 

Mr. Craven. Yes. 

Mr. Casey. Is that dated February 3, 1951? 

Mr. Craven. That is right. It was erroneously dated, Mr. Casey. 

Mr. Casey. Will you explain the date on that? ‘ 

Mr. Craven. I cannot explain why that is dated February 3. Both 
Mr. Woodside and Mr. Perkins carried copies of this to the meeting 
with Mr. Gibson, with me, and it was made for that purpose. 

Mr. Casey. On what date? 

Mr. Craven. On the 2d, which was a Friday. 
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Mr. Casey. In other words, this memorandum was prepared and 
available prior to the time Mr. Gibson approved this loan? 

Mr. Craven. That is right. 

I made another change in my tactic there, as you can see also. 
[ thought that instead of just bluntly saying “This is no damn good,” 
in three languages, that we might discuss these points. This was only 
prepared to point out what might be just a beginning. 

Mr. Casey. Would you read the questions of feasibility that you 
specify beginning on page 2 in that memorandum ? 

Mr. Craven (reading) : 

We might also point out the following points of importance which arise in our 
minds regarding the feasibility of this project. 

Mr. Casry. Just a minute, Mr. Craven. By that, you meant that 
you and Mr. Perkins and Mr. Woodside might point out to Mr. 
Gibson these various points. 

Mr. Craven. That is right, or if possible have a meeting with the 
Facilities Division, who were so crazy about this thing, and go over 
these things in a calm way before rushing into a certification. 

Mr. Harpy. I want to interrupt here just a minute. Now, I under- 
stand this memorandum was actually prepared on February 2. 

Mr. Craven. Yes, sir. It was available February 2; so, it must 
have been prepared at least that morning or the day before. 

Mr. Harpy. What was the real purpose of its preparation? 

Mr. Craven. To point out the points of doubt which I had about 
the project. I might add at that time both Mr. Woodside and Mr. 
Perkins were very busy, and I was sort of over there by myself try- 
ing to figure out how in the deuce I could point this thing out 
properly. 

Mr. Harpy. You say “point out.” To point out to whom? 

Mr. Craven. To the people involved in the final certification. 

Mr. Harpy. Specifically to whom ? 

Mr. Craven. Mr. Gibson. 

Mr. Harpy. To point out to Mr. Gibson. In other words, this memo- 
randum was prepared to provide a basis for discussion of this matter 
with Mr. Gibson prior to his approval of the loan, or his action on 
the loan. 

Mr. Craven. That is right. 

Mr. Harpy. Was this memorandum actually taken and used in a 
conference with Mr. Gibson, prior to approval of the loan ? 

Mr. Craven. It was taken to the conference but was not used. 

Mr. Harpy. Did you go to that conference? 

Mr. Craven. Yes, sir. 

Mr. Harpy. But the memorandum was not used at the conference. 

Mr. Craven. Would you excuse me while I get a glass of water. 

Mr. Harpy. Yes, indeed. 

Mr. Casey. Prior to going over to Mr. Gibson’s office, did you have 
some discussion about this loan with Mr. Perkins and Mr. Woodside? 

Mr. Craven. Do you mean in the course of making up this memo- 
randum or on the way to the office? 

Mr. Casey. I meant during the week’s time that you had it under 
consideration, prior to the meeting with Mr. Gibson. 

Mr. Craven. Very little. They both went over my previous 
memorandum, 
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Mr. Casey. Do you know, for example, how they felt about this 
loan ¢ 

Mr. Craven. They were not in favor of it at all. They definitely 
were against it. I know how they felt about it. 

Mr. Casry. And you furnished this memorandum of February 2, 
or 1, to Mr. Woodside as a vehicle for eliciting discussion with Mr. 
Gibson at this oral conference you were to attend concerning this loan, 

Mr. Craven. That is right. Trying to carry the points in there 
that would assist him in briefing the file, which was rather hard to 
go through in a hurry. 

Mr. Casey. Would you describe in your own words what trans- 
pired at this conference with Mr. Gibson? 

Mr. Craven. We entered the room. There was confusion. Phones 
were ringing. I think he had just moved into the office. He said, “All 
right ; come on, let’s get this signed,” and Woodside and Perkins both 
held back and tried to explain to him that there were points they 
thought they ought to draw to his attention. He did not seem to be 
interested. He said he knew about them. Every time they mentioned 
one he said that, and he finally signed the certificate. 

Mr. Casry. Can you estimate for us what, if any, points contained 
in your memorandum were actually discussed with Mr. Gibson at this 
conference ? 

Mr. Craven. Well, offhand, I think the management was pointed 
out, and their record with the RFC. The fact that we really could 
not reconcile the difference between the amount of the loan requested 
and the amount of the certification to the RFC—TI think we particu- 
larly went into the question of feasibility and the thing was so con- 
fused there was no chance for real continuity of thought. I do not 
think my memory would be worth much. 

Mr. Casey. Did Mr. Gibson read anything that you have in your 
file ? 

Mr. Craven. Not that I know of. 

Mr. Harpy. How long did your discussion last ? 

Mr. Craven. Mostly, with interruptions, I would say a half hour. 
Probably not a good i5 minutes of that was actual discussion. The 
interruptions came in from telephone calls and one thing or another. 

Mr. Casey. Did he indicate he knew the details of this loan before 
you came in? 

Mr. Craven. He did. I do not think he really did, but did and said 
he would take complete responsibility for it. 

Mr. Casey. Was he aware of your memoranda pointing out the 
adverse recommendations that you were making in this loan ? 

Mr. Craven. Specifically, I do not think he got to that; no, sir. 

Mr. Casey. Mr. Gibson indicated he would take full responsibility 
for this loan. 

Mr. Craven. Yes. 

Mr. Casry. Did you have anything to say at all at that conference? 

Mr. Craven. Nothing at all. 

Mr. Casey. Who was the spokesman for your group ? 

Mr. Craven. Mr. Woodside and Mr. Perkins. 

Mr. Casey. Was there any discussion of this action by Mr. Gibson 
among you and Mr. Perkins and Mr. Woodside after this meeting? 

Mr. Craven. Yes; only in a sort of after-the-funeral sense. I said 
I thought they did a swell job in trying to get a word in edgewise, 
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and they seemed to think that he had taken all the responsibility, and 
I said, “Well, I’ll certainly see that my memoranda are in the file, 
and I will keep one for myself.” 

Mr. Casey. Did you at sometime thereafter indicate any intention 
of resigning ? 

Mr. Craven. Yes; I did, as we left that day. Then I talked it over 
with my own personal board of directors at home, and they said: 
“Well, if you went down there to be helpful and think you can, it 
looks like you have an opportunity right now”; so I went right 
straight back. 

Mr. Casey. I have no further questions, Mr. Chairman. 

Mr. Harpy. In other words, your board felt that if you were going 
to be helpful, you should not get off the horse right there ? 

Mr. Craven. That is right. 

Mr. Harpy. Are there any questions from the subcommittee ? 

Thank you, very much. 

Mr. Casey. I will call Mr. Perkins, please. 


TESTIMONY OF THEODORE T. PERKINS, DEFENSE EXPANSION 
DIVISION, DEFENSE PRODUCTION ADMINISTRATION 


Mr. Harpy. Mr. Perkins, will you be sworn? Do you solemnly 
swear that the testimony you shall give in the matter before this 
subcommittee shall be the truth, the whole truth and nothing but the 
ruth, so help you God? 

Mr. Perkins. I do. 

Mr. Casey. Give your full name. 

Mr. Perkins. Theodore T. Perkins. 

Mr. Casey. Your position. 

Mr. Perxrins. I am in charge of the Loan Section of the Defense 
Expansion Division, DPA. 

Mr. Casey. And your immediate superior is who? 

Mr. Perxins. Mr. Woodside. 

Mr. Casey. Did you have occasion to consider this Hazelton loan 
at sometime ? 

Mr. Perkins. Yes, I did, after Mr. Craven had studied it for a few 
days and written his first memorandum. I read over his memorandum 
and talked to Mr. Craven about it. 

Mr. Casey. Did you form some opinion yourself as to the advis- 
ability from a Government standpoint of making this loan ? 

Mr. Perxins. Yes. I could not see where, at that time, under the 
conditions that were offered and suggested in the memorandum of 
recommendation, where it could meet the criteria of a Defense Pro- 
duction loan. I could not see where there was sufficient assurance or 
reasonable assurance of repayment of the loan on the present basis. 
There were several reasons why I could not favorably recommend it. 

Mr. Casey. Were you aware at any time of the recommendations 
made by the Iron and Steel Division of NPA, with respect to the feas- 
ibility of this project ¢ 

Mr. Perxins. No, sir, we had nothing in our files regarding that. 

Mr. Casey. When was the first time you heard about that? 

Mr. Perxins. At the meeting this morning here. 

Mr. Casry. Have you anything to add or change with respect 
to what transpired at the meeting with Mr. Gibson ? 
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Mr. Perxrns. No; I think Mr. Craven told that story very well. We 
did goin. I believe I introduced the subject of the loan, and I did get 
across one or two points, both for and against the loan, to Mr. Gibson, 

I believe Mr. Woodside also took it up and told of one or two reasons 
why he did not favor it, and at that point Mr. Gibson intimated he was 
familiar with the situation and that he would have to take the re- 
sponsibility. 

A little later on, either Mr. Woodside or I—I am not sure which— 
suggested that if it was going to be signed, could we not change some 
of the conditions so as to bind it a little more tightly, on behalf of the 
interests of the Government, but Mr. Gibson felt it was sufficient as 
it was. 

Mr. Casey. Did you at sometime prepare a memorandum recording 
the happenings at that conference ? 

Mr. Perkins. Yes. That was on a Friday afternoon, late, and the 
first thing Monday morning, the following Monday morning, I wrote 
a little memorandum. 

Mr. Casry. Do you have that memorandum there? 

Mr. Prr«ins. Yes. 

Mr. Casey. Would you read that into the record, Mr. Perkins. 

Mr. Perkins. This is addressed to Mr. Byron D. Woodside, from 
myself, dated February 5, 1951, regarding Hazleton Steel & Tubing 
Corp., Hazleton, Pa.: 


302 Loan LAC-1, Amount: $7,800,000 


On Friday afternoon, February 2, you, Mr. Tom Craven, and I held a meeting 
in the office of Mr. E. T. Gibson, Deputy Administrator, Defense Production 
Administration, concerning the above application. We presented Mr. Gibson 
with the certificate for a loan which had previously been signed by Mr. Charles 
Sawyer, Secretary, United States Department of Commerce, as Mr. Gibson had 
requested that this be brought to him at that time. 

In offering the certificate occasion was taken by the three parties referred 
to above to point out to Mr. Gibson several doubtful factors in connection with 
the application, as follows: 

1. No assurance of proper supply of raw materials. 

2. Lack of experience of the president, Benjamin S. Dowd, with certain aspects 
not in his favor regarding bad management and credit records. 


Mr. Casey. Did you leave out one word ? 
Mr. Perrys. I do not believe so. 


3. RFC had expressed doubt as to the feasibility of this loan and the ability 
of the applicant to complete construction of the building and purchase of equip- 
ment with the proceeds of the loan. 

4. No reasonable assurance of repayment of the loan. 

5. It was pointed out that the certificate might be changed to show that any 
tax savings from the tax certificate be applied on the loan rather than made 
in favor of the borrower. It was further suggested that the certificate might 
be changed to require the new equity capital proceeds to be used in the con- 
struction or acquisition of equipment before proceeds of the loan. 

While Mr. Gibson was appreciative of these suggestions, it developed that 
he was familiar with the situation and desired to sign the certificate without 
delay or changes. 

Mr. Rreniman. Mr. Chairman, could I ask a question there, please! 

Mr. Harpy. Mr. Riehlman. 

Mr. Rreuitman. You and Mr. Craven and Mr. Woodside are sub- 
ordinates of Mr. Gibson; is that correct ? 

Mr. Perxins. Yes, sir. 
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Mr. Rreniman. Do you have any idea where he got his information 
and was so familiar with this loan, other than through your assist- 
ance and the information that you three could have eathered for him? 

Mr. Perxins. I am not positive of that. I do believe that he said 
somewhere, either in this conference or a previous conference on other 
loans that we had brought up, that either Mr. Sawyer or Mr. Fleisch- 
mann had talked to him about it. 

Mr. Rrentman. In other words, the possibilities are that Mr. Saw- 
yer called him up and told him to get the certificate signed and on its 
way. 

Mr. Perkins. I would have no evidence of that at all. 

Mr. Rreutman. There is a possibility, is there not ? 

Mr. Perkins. I suppose so. 

Mr. Casey. Mr. Perkins, I neglected to have you state for the record 
your background. 

Mr. Perkins. Well, going back the last 19 years, prior to coming with 
DPA, I was with RFC. In 1932, I helped open the Clev eland loan 
office in Cleveland, Ohio, as a senior examiner, and as part of the 
management at that time. 

Then, a few years later I became assistant manager of the agency 
and I was a member of the credit committee and a member of the loan 
review committee. I worked on loans for 10 years while I was there. 
I did the field work, I made my own appr aisals of industrial plants 
and others. As I say, I sat on the review committees, wrote the ex- 
aminer’s reports while I was an examiner, and later I reviewed them 
and passed on them and made the recommendations to the board of 
directors here in Washington. 

Then, in 1941, I was transferred and promoted down here to the 
Washington office where I have been since. That has not been strictly 
loan work since I have been here because I was assistant chief of what 
was known as the Agency Division, which was administrative work, 
being liaison between our loan bankers, and the Board of Directors. 
We have 31 offices throughout the country. My job was to help ad- 
ministratively operate those agencies. In connection with this, I was 
tied into loan work all the time, although I did not actually work on 
loans. 

Prior to 1932 I was junior officer in a bank in Cleveland, Ohio, and 
prior to that, assistant trust officer of a title company. In back of that, 
I had some real-estate work when I first came out of the Navy, and 
then college. 

Mr. Casey. Mr. Perkins, in connection with this loan did you have 
any conversations with anyone outside of Mr. Gibson, Mr. Woodside, 
and Mr. Craven ? 

Mr. Perkins. No, I did not. There was a pretty ¢g good reason for 
that I think, too. I first came with DPA on January 2 22, which was 
the actual day this application was filed, so at that time everybody’s 
faces were alike. I did not know one — another and just stuck 
to my business and looked at the loans. I did not talk with anybody 
because I would not have known who to talk to. 

Mr. Casry. Nobody from NPA called you on this? 

Mr. Perxtns. No; I did not know anyone over there at that time. 

Mr. Casry. I do not believe I have any further questions. 

Mr. Harpy. Mr. Lantaff 
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Mr. Lanrarr. What was it Mr. Gibson signed, the approval of the 
loan ? 

Mr. Perkins. The certificate authorizing the Reconstruction Fi- 
nance Corporation to disburse the loan under certain conditions. 

Mr. Lanrarr. Mr. Gibson had authority under the law to dis- 
approve the loan? 

Mr. Perxrns. He could have refused to sign the certificate in which 
event we would have no doubt returned to our office and prepared a 
denial and sent it back to the NPA. 

Mr. Lanvtarr. And at the time you went over to Mr. Gibson’s office, 
the Certificate of Necessity had already been signed and he was aware 
of that fact ? 

Mr. Perkins. Yes. 

Mr. Lanrarr. There was oie thing that you mentioned there that 
I had not been familiar with before, that this Certificate of Necessity 
that was granted does not require the borrower to use the tax savings 
and apply them toward repayment of the loan. 

Mr. Perkins. No, sir. If a company gets a tax certificate, they may 
use it at their discretion. 

Mr. Lantarr. The certificates issued require the tax savings to be 
applied toward repayment of the loan; is that correct ? 

Mr. Perkins. We are attempting now to make that a clause in all 
of our loans, that they shall apply for the certificate and if granted 
that they shall take the savings and apply them on the loan. 

Mr. Lanrarr. But under this certificate as granted, the tax savings 
could have been used to reflect in the profits of the business, is that 
right ? 

Mr. Perkins. Yes, sir. 

Mr. Harpy. Are there any further questions? 

Thank you very much, Mr. Perkins. 

Mr. Casey. Mr. Woodside, would you come forward, please. 


TESTIMONY OF BYRON D. WOODSIDE, DIRECTOR, BUSINESS EXPAN- 
SION OFFICE, DEFENSE PRODUCTION ADMINISTRATION 


Mr. Harpy. Do you solemnly swear that the testimony you shall 
give the committee on the matter before it shall be the whole truth 
and nothing but the truth, so help you God ? 

Mr. Woopstpe. I do. 

Mr. Harpy. Have a seat, Mr. Woodside. 

Mr. Casey. You testified the first day of these hearings in connec- 
tion with the tax-amortization certification ¢ 

Mr. Woopsine. Yes, sir. 

Mr. Casey. You were asked certain questions at that time regarding 
this Hazelton loan case ? 

Mr. Woopsipr. Yes, sir. 

Mr. Casey. Have you read the transcript of testimony taken at 
that time? 

Mr. Woopstpr. Yes, sir. 

Mr. Casry. You and I had some conversation about the substance 
of this transcript. 

Mr. Woopsine. Yes. 

Mr. Casry. I am going to give you a copy of this transcript of 
March 19 and direct your attention to specific portions of this 
testimony. 
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First, at page 135. Would you glance over that briefly and indicate 
now whether there is any part of that testimony that you would like 
to clarify or amplify in any way. 

Mr. Woopsipe. The information on this page relates essentially to 
an application for a necessity certificate filed by the Hazelton Co., and 
I think that is all right. 

Mr. Casry. Now, at page 138, is there anything there that does not 
correctly portray your position in this case? 

(No response. ) 

Mr. Casey. I refer particularly to questions by the chairman re- 
garding the length of time it had taken to process this application for 
Joan. 

Mr. Woopsiwe. I do not think there is anything wrong with the 
testimony. 

Mr. Casey. I am not bringing these things up for the purpose of 
pointing out anything that is wrong. I am bringing out things that 
you might want to amplify or clarify in some way. 

Now, on page 139, toward the bottom of the page, I refer to a ques- 
tion by the chairman and your answer. 

Mr. Woopsipe. May I go back over that page with you, step by step? 

Mr. Casry. Yes. 

Mr. Woopsipe. In reading this record, there is one thing which im- 
presses me. There is one thing not brought out by the testimony and 
that is that the person who certifies a loan for DPA is the Deputy 
Administrator. 

Mr. Casey. That is Mr. Gibson in this case? 

Mr. Woopsine. At that time it was Mr. Gibson. It is now Mr. 
Farrell. 

At page 139 you asked: 

Do your records show the date on which you issued a certificate for this loan? 


I, of course, did not issue a certificate. I have never had any au- 
thority to issue a certificate. DPA issues a certificate, and our records 
would show it. 

Mr. Casey. Let us go back a little bit to Mr. Hardy’s question, be- 
ginning at the bottom of page 138. Would you read that? 

Mr. Woopsipe (reading) : 

And everything that came up to you was favorable for the loan so far as you 
know when you got it; it was all cleared in good shape and perfectly in order, so 
you approved it, is that right? 

And I said: 

Yes, sir. 

Mr. Casey. Would you like to clarify that? 

Mr. Woopstpe. I would. Insofar as DPA is concerned, that is the 
substance of what happened. I was here testifying for DPA and it 
seemed to me these questions were directed more at what DPA did, 
rather than toward differences of opinion which might have been held 
by persons within the organization. What happened was, in fact, that 
the Deputy Administrator accepted the recommendation of Com- 
_— signed the certificate, which had the effect of authorizing the 
oan. 

Mr. Casey. Going back, do you think that if the same question was 
asked you today you would say everything was in good shape and per- 
fectly in order for approval when you received it / 
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Mr. Woopsinr. Well, so far as the Deputy was concerned, it was, 

So far as I know. 

Mr. Casey. Suppose that the Deputy had been testifying, do you 
think he could truthfully say everything was in good shape and per- 
fectly in order for approval when he got it ? 

Mr. Woopstpr. I cannot answer that. All I can say is that he 
signed it. 

Mr. Casey. Is there anything else on that page you want to clarify, 
page 139? 

Mr. Harpy. I want to come back to what Mr. Woodside just said. 
I fail to comprehend the answer he made, even with respect to Mr. 
Gibson as Deputy Administrator. When he says everything was in 
good shape and in order and it was signed. 

In the light of the testimony, which I think perhaps you heard here 
just a few minutes ago—— 

Mr. Woopstnr. I heard part of it. 

Mr. Harpy. If that testimony was accurate, is it proper to say that 
everything was in good shape and in order, insofar as DPA was 
concerned / 

Mr. Woopsipr. I will answer it this way: The certificate and the 
recommendation from Commerce on its face were all right. So far 
as our operation was concerned, in reviewing the application for the 
Deputy, we were of the opinion that the loan did not stack up with 
the criteria. 

Mr. Harpy. You were of that personal opinion? 

Mr. Woopsipre. That was my personal opinion. 

Mr. Harpy. And you made that known to the Deputy Adminis- 
trator ¢ 

Mr. Woopsipe. That is right. 

Mr. Harpy. All right, go ahead. 

Mr. Casey. Are you still of that opinion, Mr. Woodside? 

Mr. Woopsine. Yes, sir. 

Let me clear one thing for the record here, if I may: Mr. Harrison 
became Defense Production Administrator on the 25th of January. 
Prior to that time, loan certificates and tax amortization certificates 
were under the jurisdiction of the National Security Resources Board, 
and our office handled both of those for the chairman. 

On the day on which Defense Production Administration came into 
existence, which, by the terms of the Executive order of January 3, 
occurred on the day on which the Senate confirmed the appointee— 
on that day, our job with the Resources Board ceased and we became 
part of DPA. 

The Deputy Administrator who was assigned the job of handling 
the tax certificates and the loan certificates, the first one was Mr. 
Gibson. He was the one who signed all tax recommendations and all 
loan recommendations—all loan certificates and all tax certificates. 

We assumed that we would perform a review function for the De- 
fense Production Administration. 

This loan, as I recall, was the first one signed by DPA. It had 
come to us while we were still under the Resources Board. I assigned 
it to Mr. Craven to examine it and review it. 

Mr. Perkins had just arrived and joined our staff and he was to 
head up the loan unit which I was then trying to create, and that was 
his first case. 
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The memorandum which was referred to here awhile ago by Mr. 
Craven, as the one which he wrote, was the memorandum which he pre- 
pared and it would normally have been the basis for a discussion be- 
tween ourselves and the basis for the preparation of a formal report 
and recommendation to the Deputy Administrator. 

That never occurred, in this case. We made no written report or 
recommendation. The case was taken over, the report was made orally, 
and I think that—— 

Mr. Casey. Why was that so in this case? Why was not the usual 
procedure followed ? 

Mr. Woopsipr. My recollection is that we received either a telephone 
call, or were told personally on that day by representatives of Com- 
merce that they were very anxious to have that matter presented to 
the Deputy Administrator that day. 

Mr. Casey. Who, in Commerce / 

Mr. Woopsipr. I think it was Mr. Creedon or someone in his shop. 

Later in the day I got a call from Mr. Gibson’s office and again I 
am not sure whether it was from one of his girls or himself—this was 
2 months ago—inquiring as to whether we could have that over there 
at his office that afternoon. 

Mr. Casry. When you say, “that over there” what was “that” ? 

Mr. Woopsiwe. The loan certificate. 

Mr. Casry. The certificate or the recommendation of your shop? 

Mr. Woopsipr. The loan certificate and the recommendation from 
Commerce. 

Mr. Casry. Of Commerce? 

Mr. Woopsipr. Yes. NPA. 

Mr. Casry. Would the usual procedure call for your section to pre- 
pare a denial if that was in accordance with your views in the case / 

Mr. Woopsipe. Up until that time, if there had been a proposal to 
deny it, to deny a loan, we would have prepared a memorandum recit- 
ing that fact and would have taken the matter up with the Chairman 
and the Resources Board, who had final word on a loan under that 
set-up. There never was such a case. 

Mr. Casey. Is it not a fact that in this case no recommendation 
denying the loan was prepared because you were aware in advance that 
this certificate was going to be signed ? 

Mr. Woopsinz. No, sir; that is not quite right. When we were 
asked to get the matter presented to the Deputy that afternoon, it 
was physically impossible to make the analysis and prepare a report 
that I would normally like to see done. Since we, or at least I, felt 
there were serious reasons why the loan should not be made and it 
would take some time to lay that out, we took it over to the Deputy’s 
office, in the Department of Commerce, and presented it. 

Mr. Harpy. When you went over to Mr. Gibson’s office, did you 
take with you a copy of the memorandum which Mr. Craven had pre- 
pared as a basis for discussing this loan ? 

Mr. Woopsiwr. I really do not know. We had the loan certificate 
and the recommendation from Commerce. Whether his memorandum 
was with us, I do not know. I do not think I had it. 

Mr. Harpy. Were you familiar with that memorandum before you 
went over there? 

Mr. Woopsipr. Surely. 
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Mr. Harpy. You had read it and were familiar with the points Mr, 
Craven had raised ? 

Mr. Woopsipe. That is right. 

Mr. Harpy. Did you hear Mr. Craven’s testimony concerning that 
conference and what went on in that conference? 

Mr. Woonsipr. Yes, sir. 

Mr. Harpy. Is that substantially in accord with your recollection’ 

Mr. Woopsipe. Yes, sir. 

Mr. Harpy. Are there any particular variations which you would 
like to mention ? 

Mr. Woopsipe. Well, you are asking me to recall a conversation on 
one loan of many and this occurred over 2 months ago. 

Mr. Harpy. Well, your answer would be “No,” then? 

Mr. Woopsipe. My recollection is that Mr. Gibson expressed some 
familiarity with the proposition and expressed the view that Com- 
merce was anxious for this thing to go through, that he would sign 
it and assume the responsibility for it. 

Mr. Harpy. Mr. Craven’s statement is consistent with your recol- 
lection of what took place ? 

Mr. Woopsiwwe. That is right. 

Mr. Casry. Was it customary procedure for all three of you gen- 
tlemen to accompany a particular application to Mr. Gibson’s office 
at that time ? 

Mr. Woopsinr. That was the first one, sir. 

Mr. Casry. That was the first loan application ? 

Mr. Woopsipe. That was the first loan application handled under 
the Defense Production Administration. 

Mr. Casry. Do you follow that procedure now ? 

Mr. Woopsipr. No, sir; the procedure varies. Sometimes I will 
take it over. Sometimes I will send Mr. Perkins with it, and in recent 
weeks that has been the more usual method of handling it. 

Mr. Casry. Does your present procedure call for the preparation 
of a form denying the loan, if that is in accordance with the views 
of your shop? 

Mr. Woopstwe. Yes, sir. 

Mr. Botiinc. What had been the procedure when you took similar 
recommendations to the Chairman of the Resources Board? What 
I am trying to get at, is this always handled personally? Is it hand 
carried, or are they sometimes forwarded by letter or memo? 

Mr. Woopsiwr. Every recommendation that we submitted to the 
Chairman of the Resources Board, I took to him personally. 


Mr. Casry. You were the spokesman for the group with Mr. 


Gibson ? 

Mr. Woopsine. I do not recall there was a spokesman. I think we 
all had something to say. 

Mr. Casey. How much did you have to say? 

Mr. Woopsiwr. Well, I expressed my personal views as to the loan. 

Mr. Casey. All of them? 

Mr. Woopsine. I cannot answer that, I do not know whether they 
were all expressed or not. I certainly registered my opinion that 
the loan should not be made. 

Mr. Casey. If you were cut off in the middle of expressing your 
views, you would remember it, would you not? 
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Mr. Woopsing. I do not recall having been cut off. Again, you are 
asking me to recall a conversation that “ocurred months ago. I would 
not attempt to give the sequence of events. 

Mr. Botirne. At any rate, your recommendation that the loan not 
be approved was ignored. 

Mr. Woopsipe. That is correct. 

Mr. Casry. Do you remember any significant statements made 
by Mr. Gibson at the time he signed this document approving this 
loan ? 

Mr. Woopsipe. I am sorry. I do not understand what you mean. 

Mr. Casey. Do you remember anything that Mr. Gibson might 
have said that stuck in your mind with respect to the loan applica- 
tion and his action in signing it ¢ 

Mr. Woopsipr. Only three things that I would recall. One is some- 
thing I testified to the other day. This would afford quick steel if the 
plant went forward as planned. Two, he indicated familiarity with 
the proposition and expressed a willingness to rely upon the recom- 
mendation of Commerce. 

Mr. Casey. Did you know the recommendations of the Iron and 
Steel Division of NPA ? 

Mr. Woopsine. At that time? 

Mr. Casey. At that time. 

Mr. Woopsine. No, sir. 

Mr. Casey. When did you first learn of those recommendations ? 

Mr. Woopsinr. I heard some gossip to the effect that there had been 
a different point of view in that section of NPA just recently. 

Mr. Casey. Is that since your testimony of March 19/ 

Mr. Woopsine. I think so. 

Mr. Casey. That is after we went down and found the recom- 
mendations of the Iron and Steel Division, is that so? 

Mr. Woopsine. I do not know about you finding it, but it was 
within the last few days. 

Mr. Casey. You testified up here on March 19 in response to a letter 
sent by the chairman of this committee sometime during the previous 
week, is that so? 

Mr. Woopsipr. I am sorry, would you repeat that? 

Mr. Casry. You testified on March 19 in response to a request in a 
letter signed by the chairman of this committee, sent down to DPA 
the previous week? In other words we asked you to come up here and 
testify on March 19, did we not? 

Mr. Woopstnr. I am not sure I ever saw the letter. I think I was 
told by someone in General Harrison’s office that I was to appear. 

Mr. Casey. You have a file on the Hazelton loan case in your Busi- 
ness Expansion Office of the Defense Production Administration, do 
you not ¢ 

Mr. Woopstnr. There is a file on the case—our file on the case is 
presently in the hands of 

Mr. Casey. I do not mean presently, I mean you do have a file, a 
file is prepared at the time each case goes through. 

Mr. Woopsipr. Surely. 

_ Mr. Casey. At the time you testified on March 19, there was in ex- 
istence a Business Expansion Office file on the Hazelton loan case, is 


that not so? 


Mr. Woopsie. Yes, sir. 
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Mr. Casey. And you did not bring that file with you, Mr. Woodside, 
did you? 

Mr. Woopsipr. I brought part of it. 

Mr. Casey. What part t did you bring? 

Mr. Woopsipr. I brought the application, the loan certificate, and 
the recommendation from Commerce. 

Mr. Casey. Why did you not bring the whole file? 

Mr. Woopsinr. Frankly, I had a number of others with me and I do 
not know whether you remember or not, my briefcase was full. 

Mr. Casry. What others did you have with you? 

Mr. Woopsmwe. The lone Star 

Mr. Casry. Those were the only two cases we mentioned, were they 
not? 

Mr. Woopsiwr. Then I had a lot of information about the tax 
amortization program and the loan program generally. 

Mr. Casey. Did you have the whole file on the Lone Star case? 

Mr. Woopswwe. No, sir. 

Mr. Casey. Did you just have the same documents that you had in 
the Hazleton ? 

Mr. Woopsiwr. That is right. 

Mr. Botuine. Did you, in your testimony of March 19, attempt to 
present the agency point of view ¢ 

Mr. Woopsipr. Let me answer it this way: It seemed Mr. Hardy’s 
questions were directed to me as a representative of DPA and what 
DPA did and that is the way I answered them. 

Mr. Harpy. Your answers did not necesarily reflect your own per- 
sonal feelings ? 

Mr. Woopsine. That is correct. 

Mr. Casry. Did you discuss, before you came up here on March 19, 
your testimony or proposed testimony before this committee, with 
anyone down in the Defense Production Administration ? 

Mr. Woopsipr. I am sure—— 

Mr. Casey. Was there not a meeting in General Harrison’s office on 
the Friday afternoon, previous? 

Mr. Woopsipr. I really do not remember. There was some discus- 
sion with General Harrison. I had some conversations with General 
Harrison before we appeared. I do not recall just when it was and I 
do not recall anything of particular significance about it. 

Mr. Harpy. Perhaps this will refresh your memory : My recollection 
is that we had not received any reply from General Harrison indicat- 
ing who would be sent up to testify on these cases, as you probably are 
aware. My letter went to General Harrison and asked him to have 
people up here qualified to testify. 

My recollection is that on Friday afternoon prior to the hearing on 
the 19th, in order to try to get our plans made, we called down late in 
the afternoon to General Harrison’s office to find out who would be 
here and I believe we learned that you and he and some others were in 
consultation about this particular matter at that time. 

Now see if that refreshes your memory. 

Mr. Woopsipe. I remember now. I got a telephone call from some- 
one in General Harrison’s office late that day, telling me that I should 
appear before this committee, with the general, the following Monday. 
I spent most of that week end trying to get ready for it, because as I 
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understood it, there was to be discussion of the tax amortization 
program, and those two loans. 

Mr. Casey. With specific reference to two cases involving the Hazle- 
ton loan, and the Lone Star Steel loan, do I understand your testi- 
mony to be that the only reason you did not bring those ‘files along 
with you at that time was because they were too heavy 4 

Mr. Woopsine. I brought the application, the recommendation from 
Commerce, and the certificate which seemed to me 

Mr. Casry. You did not bring any memoranda that has been dis- 
cussed here today ¢ 

Mr. Woopsipr. That is right. 

Mr. Casey. And we understood from the testimony that day that 
the thing was completely favorable in DPA. 

Was there any indication in this testimony anywhere that there 
had been adverse recommendations made to Mr. Gibson in connec- 
tion with this loan by your own shop ? 

Mr. Woopsipr. No. 

Mr. Casey. Were you instructed by anyone with regard to the 
papers you were to bring with you in the two cases? 

Mr. Woopsipe. No. 

Mr. Harpy. Was there anything that led you to believe everybody 
in DPA favored this loan ? 

Mr. Woopsipr. No, sir. 

Mr. Harpy. You have done a right good job of leaving that im- 
pression. 

Mr. Caster. I do not believe I have any further questions. 

Mr. Harpy. Do you have any questions, Mr. RiehIman ? 

Mr. Rreuuman. No questions. 

Mr. Harpy. Mr. Bolling—— 

Mr. Botirne. I have one, Mr. Chairman. 

Your purpose in appearing on March 19, as you testified earlier, 
was to represent the agency point of view. You had no intention of 
concealing information. You were just not anxious to volunteer any 
information. 

Mr. Woopstpr. That is correct. 

Mr. Harpy. In other words, it was your position that if this com- 
mittee was looking for information down there, they had to dig for it? 

You need not answer that. 

Mr. Bolling, do you have anything further ? 

Mr. Boturne. That is all. 

Mr. Harpy. Mr. Lantaff—— 

Mr. Lanrarr. I appreciate the witness’ candor in his last answer 
there. 

When you went in to talk with Mr. Gibson, you and Mr. Craven 
and Mr. Perkins, did you open the conversation by saying, “We are 
here on the Hazleton case,” or did he initiate it by asking for the 
certificate, or just what happened when you first went in to see him? 

Mr. Woopstne. I do not recall that. We had the Lone Star case with 
us and I am not sure whether we had any tax cases with us or not. 

Mr. Lanrarr. In other words, Mr. Gibson indicated familiarity 
with the whole case before you told him about it, is that right ? 

Mr. Woopsinr. That is right. 

Mr. Lanrarr. And you at no prior time had discussed this Hazle- 
ton case with Mr. Gibson ? 
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Mr. Woopsine. Now, there may have been an inquiry from his office 
during the time that we had it as to progress on it. 

Mr. Lantarr. To your knowledge, have you ever discussed this case 
with him ? 

Mr. Woopsinz. No. 

Mr. Botiine. You have mentioned and it has been mentioned , 
number of times by other witnesses that Mr. Gibson seemed to have 
a familiarity with the gase. Do you mean a general familiarity, thai 
he had heard of it, or a detailed familiarity with the specific 
provisions ? 

Mr. Woopsipe. A general understanding. 

Mr. Botiing. General and not specific. 

Mr. Woopsipe. A general understanding of the recommendation of 
Commerce. 

Mr. Boturne. Thank you. That isall Ihave 

Mr. Casey. Mr. Woodside, I asked you a short time ago whether 
there were any significant statements made by Mr. Gibson in con- 
nection with this loan which, as I understand, was the first loan that 
Mr. Gibson was asked to approve as Deputy Administrator of De- 
fense Production Administration. 

Was there any statement—and I do not intend to quote it verbatim— 
was there any statement along the lines that— 

This loan has its doubtful features and certainly is on the edge, but there is a 
certain percentage of this kind of loan that is going to be allowed anyway, and 
Iam going to approve this one. 

Mr. Woopsipr. I do not recall that kind of a statement, no. 

Mr. Casey. You do not know whether vou would have recalled it 
if it had been stated ? 

Mr. Woopstpr. I would not want to say that. 

Mr. Casey. Would it have been a significant statement, in your 
opinion 7 

Mr. Woopsine. Yes. 

Mr. Casey. I have no further questions. 

Mr. Harpy. Is there anything further? 

Thank you, Mr. Woodside. 

Mr. Casey. Mr. Gibson, would you come forward, please. 


TESTIMONY OF EDWIN T. GIBSON, DEPUTY ADMINISTRATOR FOR 
STAFF SERVICES, DEFENSE PRODUCTION ADMINISTRATION 


Mr. Harpy. Mr. Gibson, will you be sworn, please. 

Do you solemnly swear the testimony you shall give the subcom- 
mittee in the matter before it will be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Gipson. I do. 

Mr. Harpy. Have a seat, please. 

Mr. Casey. Will you give your full name and title for the record, 
please. 

Mr. Grsson. Edwin T. Gibson, Deputy Administrator for Staff 
Services, DPA. 

Mr. Casey. Would you give us a brief summary of your back- 
ground and experience before you assumed this position, Mr. Gibson! 

Mr. Gisson. Well, I am executive vice president of the General 
Foods Corp., and have been since—I have been with the General 
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Foods Corp. since 1933. Before that, I was with the American Sugar 
Refining Co. as secretary, and before that I was a lawyer with the 
National Biscuit Co. Before that, I practiced law. 

Mr. Casey. Did you have occasion at sometime to become familiar 
with the Hazelton loan ? 

Mr. Gisson. Yes, sir; I did. 

Mr. Casey. And at what time, was it one of your functions to ap- 
prove loans of this type? 

Mr. Gipson. Yes, sir. 

Mr. Casey. Or to pass on loans? 

Mr. Gipson. Yes, sir; to certify them. 

Mr. Casry. Would you explain when you first became familiar 
with the details of the Hazelton loan, and the circumstances under 
which you became familiar with them ? 

Mr. Gipson. Will you give me the date with the signature on 
it? 

Mr. Casey. The signature is February 2, a Friday. 

Mr. Grsson. About Wednesday of that week, which would be the 
end of January, I was called into General Harrison’s office, who is 
the Administrator for DPA, and there was a meeting there at that 
time at which six or eight people were present, and the loan section 
of the NPA had this application for a loan on the Hazelton Steel Co., 
which was discussed at that meeting. ‘The general impression was 
that while it was a loan that we might be interested in, we wanted 
more money from the Government and the applicant did not offer 
to put up enough of their own to make it one that we could do any- 
thing with. 

The loan section was advised to go back and see if they could 
get this company to increase the amount of money put into the com- 
pany outside of the Government money. They did so. 

The next I heard was Friday when Harrison was away and they 
came in and told me they had been able to get the group to put up 
$1 million and that under those circumstances would I sign it, and [ 
did. 

Mr. Casry. How much were they going to put up at the time of 
the conference on Wednesday ? 

Mr. Girson. I think they came in with an application witb no money. 
It was to be all Government. 

Mr. Casey. Were you familiar with this application, Mr. Gibson ? 

Mr. Gizson. Not beyond what I have stated; no, sir. 

Mr. Casry. Did you ever see it ? 

Mr. Grsson. The application ? 

Mr. Casey. Yes. 

Mr. Gipson. I saw it when I signed it. 

Mr. Casry. Did you ever see an application in which the company 
proposed to enter no private capital whatever ? 

Mr. Gipson. No, I did not see that. That was a discussion we had 
in the meeting there at the time. 

Mr. Casey. Were you aware of the fact that the recommendations 
from the delegate agencies of the Department of Commerce and NPA 
had been signed and forwarded over to DPA prior to the conference 
that you had on that Wednesday ? 


83530—51—- 15 
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Mr. Gieson. I am not sure of that; no. 

Mr. Casey. You do not know much about the details of this loan, 
do you, Mr. Gibson ? 

Mr. Gisson. Not an awful lot about the details; no. 

Mr. Casry. Am I to understand from your testimony that some 
change was made in this loan between Wednesday and Friday of the 
end of January and the first of February ¢ 

Mr. Ginson. The change was that they came back and said that there 
was a million dollars going in outside of the Government money. 

Mr. Casey. The testimony so far, Mr. Gibson, has been to the effect 
that a change, if any took place, took place long prior to this particular 
time that you are speaking about; that the recommendations of RFC 
some time in December were to the effect that the applicant be required 
to put in $2.5 million, but that shortly thereafter he approached the 
National Production ‘Authority with a proposal to put in $1 million, 
and, in fact, the recommendation that went over from the National 
Production Authority to the Defense Production Administration, 
signed by the Secretar y, in the middle of January, contained the spe- 
cific terms and conditions that were contained in the certificate that 
you signed. 

Was that in accordance with your memory of what happened ? 

Mr. Gisson. My memory of the first meeting was that there was 
insufficient money ‘being put up outside the Government to warrant the 
signing of it. 

“Mr. Harpy. Mr. Gibson, I think in fairness I should say that your 
testimony is not consistent with other sworn testimony our subcom- 
mittee received this afternoon. 

It has been testified before this subcommittee this afternoon that in 
effect you were not interested in any of the arguments either for or 
against this loan, that you already were familiar with the details of it. 
Do I understand you to say that you did not take that position ¢ 

Mr. Grsson. I do not take that position. I heard the original dis- 
cussion in this meeting which went around the room and at which there 
were present members of the NPA organization, which was the dele- 
gate agency. 

Mr. Harpy. Can you tell this committee who was at that meeting: 
“an you name the people who were there? 

Mr. Gisson. General Harrison was there, Mr. Bolger was there, Mr. 
Davlin was there, Mr. McCoy was there from NPA. I am not sure 
whether Mr. Carson was there or not but somebody was there from thie 
Steel Section. 

Mr. Harpy. And the only information that you had about this loan 
was that which you acquired on that day and at that meeting? 

Mr. Greson. That is right. 

Mr. Harpy. Let me ask you another question: Did anyone ever ca! 
you and ask you to hurry up and get that loan signed ¢ 

Mr. Greson. No, sir. 

Mr. Casey. Did you have any conversations with the Secretary of 
Commerce with respect to this loan ? 

Mr. Grrson. No, sir. 

Mr. Casey. Did you ever read any of the reports rendered by the 
Reconstruction Finance Corpor ation in connection with this loan ? 

Mr. Gieson. I am not sure that I read them. I was familiar with 
them. They were discussed at the meeting I am talking about. 





Pea ee 


no. 


a 7. es a ee 


col 


[<4 
ot 


s 
PE 


$5 
gS 
Vs 


bead beat bed 4 


Oan, 


ome 
the 


here 


fect 
ular 
CFC 
ired 

the 
i0n. 
nal 
ion, 
Spe- 
that 


was 
the 


four 
om- 


it in 
r or 
f it. 
(lis- 
here 
lele- 
ing; 
Mr. 
sure 


the 


loan 


call 


vy of 


the 


vith 


CERTIFICATES OF NE AND DEFENSE LOANS 221 


Mr. Casey. Are you familiar with them now ? 

Mr. Gisson. If you mean by “familiar” do I remember the details; 
no. 

Mr. Casgy. Do you remember in substance what they were? 

Mr. Gisson. They felt that this was a loan on the outside. 

Mr. Casey. Did they not recommend against the loan / 

Mr. Gipson. I do not think they—they said it was a loan that they 
could not make. 

Mr. Casry. Did they recommend against the loan as your fiscal 
agent 

(No response. ) 

Mr. Casey. Do you appreciate the significance of my question ? 

Mr. Gipson. Yes. 

Mr. Casey. Did they recommend against the loan as your fiscal 
agent ¢ 

Mr. Gisson. I do not recall that; no. 

Mr. Casry. Would that not be a material fact ? 

Mr. Gisson. Yes; it would be a material fact. 

Mr. Casry. Do you recall whether or not the iron and steel people 
were in favor of this loan in the National Production Administration ¢ 

Mr. Gisson. My recollection in that meeting was that there was dis- 
cussion back and forth. I beheve that they were not particularly in 
favor of it but there was no loud voice raised one way or the other 
against it. 

Mr. Casey. Did you ever see their written recommendations with 
respect to this loan ¢ 

Mr. Gipson. I did not; no. 

Mr. Casey. Were you aware of the fact that your own Business 
Expansion Office and the Defense Production Administration were 
against this loan ¢ 

Mr. Gipson. I am aware of the fact that they recommended against 
it; yes. 

Mr. Casey. That is in substance the same thing, is it not, Mr. 
Gibson ? 

Mr. Gipson. Yes, sir. 

Mr. Harpy. If they recommended against it, they were the people 
who were supposed to review the details of these things for you; is 
that right ¢ 

Mr. Gipson. That is right. 

Mr. Harpy. If they recommended against it, what was the basis 
for your reversing their recommendation / 

Mr. Gipson. I weighed together, sir, those for it and those against 
it, and in my opinion the fellows on the side in the agency who recom- 
mended for it had the weight of the argument. 

Mr. Harpy. Now, will you be a little more specific and tell us just 
who recommended for it ¢ 

Mr. Gipson. I do not know the name of that section, sir, in the 
NPA, but the Loan Section, Mr. Bolger and Mr. Davlin. 

Mr. Bourne. Mr. Chairman, I would like to get back to this Wednes- 
day meeting. Did that manner of discussing such problems become 
the usual manner? Was this a usual meeting or an unusual meeting / 

Mr. Gipson. That was at that time, sir. 

Mr. Bottine. It was an unusual meeting ? 
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Mr. Gipson. No; it was a usual meeting. There had been several 
of those meetings where one of these loan applications came in, or 
one of the very import: int or larger of the tax-amortization requests 
‘ame in, General Harrison got together those who were interested jn 
it, and discussed it. 

Mr. Boturne. Now, did I understand you correctly to not mention 
as present at that meeting any of the gentlemen who in your shop 
were supposed to review such things for DPA? 

Mr. Gipson. None of them was present. 

Mr. Botirne. Then it would be customary for an agency to have 
a meeting with the officials of the delegate agency, or the responsible 
people of the delegate agency present, with the people who make the 
final decisions present from DPA but not the subordinates from 
DPA present ? 

Mr, Gipson, I point out to you, sir, that was 2 or 3 days after DPA 
was organized. I am not sure on this, but I do not think General 
Harrison had been confirmed by the Senate at that time and they 
were carrying on in somewhat the same way that the NPA organi. 
zation had carried on when those things were discussed. So “that 
the present policy or procedure would not be to have such a meeting. 

Mr. Harpy. I want to get back to the question I was on a moment 
ago. I understood you to say that in reversing your own people, 
you weighed their opposition against the favorable argument pre- 
sented by others. You weighed the people in Defense Production 
against the people in NP A, as I understood it, and I asked you 
specifically who was for the loan and you mentioned Mr. Bolger and 
Mr. Davlin. 

Mr. Gisson. The consensus of opinion, sir, at that meeting, was 
that this was a loan that might be one that we could and should ap- 
prove. 

Now, there was discussion back and forth and I do not remember 
exactly who argued for and exactly who argued against. The reason 
I state that those two gentlemen were in favor of it is because they 
were the ones who brought it in with the recommendation, so that 
I am sure those two were. 

Mr. Harpy. I think that is a pretty good assumption, Mr. Gibson, 
if they brought in the recommendation. 

Now I want to ask you this: You had to reverse certain people in 
your own organization in order to sign that certificate ? 

Mr. Greson. That is right. 

Mr. Harpy. Now, I want to see just whose judgment you put up 
against theirs and compare their qualifications. You mentioned Mr. 
Bolger and Mr. Davlin. They were the proponents of the loan. I 
take it then that you must weigh their qualifications to evaluate this 
situation as more competent than the qualifications of people like Mr. 
Woodside, Mr. Perkins, and Mr. Craven. Is that right? 

Mr. Gisson. No; I do not think that is quite right. In addition 
to Bolger and Davlin, the opinion of this group that was assembled 
to discuss it, which was generally in favor of granting the loan, is 
one of the things that made me weight their opinion higher than at 
that time Mr. Woodside’s and Mr. Perkins’. 

Mr. Harpy. Unless you can give me a little better picture of those 
who were present, I am going to have to assume that those whose 
opinion you accepted were » people almost totally without qualification 
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to pass on the possible or probable success of this type of operation. 

Now, we have testimony here about the background of Mr. Bolger 
and Mr. Davlin. I do not recall that they are particularly expert on 
steel-mill operations and the chances for success in that regard. 
Neither do I recall that they particularly bragged about any expert 
knowledge of finance. 

Have you anybody else whose background and qualifications might 
lend more weight to the argument that you have advanced, that you 
put them up against your own experts ? 

Mr. Gisson. Those who were present at the meeting represented 
Mr. McCoy, who was the head of the Industrial or Business Section. 
The steel people who were present. 

At that time, it was stated that there were experts—this company 
could produce steel. It was in a section that was not a crowded sec- 
tion; that it would be perfectly proper to put a mill in. 

Mr. Harpy. Do you know whether the people who told you this 
company could produce this steel had any basis for knowledge? 

Mr. Gipson. I do not know that they had any basis for knowledge. 

Mr. Harpy. You accepted it on faith. 

Mr. Greson. I did, yes. They were accepted officers or members 
of the NPA organization and I accepted their word for what they 
were supposed to know. 

Mr. Harpy. Who has the minutes of that meeting held on that 
Wednesday ¢ 

Mr. Gisson. There were no minutes. Those were informal meet- 
ings. 

Mr. Casry. Mr. Gibson, perhaps I am mistaken but I understood 
that the consensus of this Wednesday meeting on the original testi- 
mony was that this loan could not be granted under the cirmustances 
in which it was presented at that time and subsequently I understood 
you to say that the consensus of opinion was that the loan should be 
granted under the circumstances. 

Mr. Gipson. I am sorry, I did not mean to leave any such impres- 
sion. The objection to the loan in the first place was that there were 
not sufficient funds, that if $1 million were put up it would be con- 
sidered a different situation. 

Mr. Casey. And your impression is that they came in originally 
without any money ¢ 

Mr. Gizson. That is my memory of it, yes. 

Mr. Casny. That they wanted the Government to put up $7,800,000 
based solely on their own $600 of private capital ? 

Mr. Girson. I do not remember the $600. 

Mr. Casey. You do not remember the $600? 

Mr. Gipson. No. 

Mr. Casry. Do you know who the stockholders were in this cor- 
poration ? 

Mr. Gipson. No. 

Mr. Casry. Do you know anything about the competence of the 
management ¢ 

Mr. Gipson. At that time it was stated that in the opinion of the 
people reporting on the loan that they were competent people to pro- 
duce steel. 

Mr. Casey. Did you ever read any of the files or any of the reports 
made in this case before you signed this approval of this loan? 
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Mr. Gipson. I read the application, yes, or rather the paper that 
I signed. 

Is that an application ? 

Mr. Caskry. That is the approval, I guess. There has been some 
testimony here this morning that some other people relied on the ap- 
plication. 

Mr. Harpy. The only thing you read, then, was a certificate which 
you signed approving the loan? 

Mr. Grieson. That is right. 

Mr. Harpy. And you never saw the application for the loan ? 

Mr. Greson. No, sir. 

Mr. Casey. Mr. Gibson, I would like to read to you a memorandum 
which has been introduced here today in the testimony. I would like 
to ask you whether or not that is in accordance with your memory of 
what transpired at the time Mr. Woodside, Mr. Craven and Mr. 
Perkins brought this proposed approval to your office. 

Mr. Rreniman. Could I interrupt at that point. 

Mr. Casey is leading up to February 2. What was the urgency 
behind the issuing of this certificate to call these gentlemen all up 
to your department on February 2, asking that they be prepared to 
present this certificate to you for signature, on February 2% What 
was the urgency behind it? Who urged you to see that this certifi- 
cate was properly signed and passed on that day ? 

Mr. Gipson. Messrs. Bolger and Davlin came in to me and said, 
“These people have agreed or we have arranged so $1 million will be 
put up. That means in our opinion what was discussed at the meet- 
ing the other day, do you agree?” I said, “Yes, I think it does.” They 
said, “Are you willing to sign it, the general is not here.” I said, “Yes. 
Have it sent in.” 

Mr. Rrentman. And you had no other information on it? 

Mr. Gipson. No other information. 

Mr. Rrenitman. You were satisfied to accept what they gave you! 

Mr. Gipson. I was satisfied to accept what they gave me after 
the discussion at the meeting. 

I offer this not as an excuse but one of the facts, that I had been 
there a very short time and I was called into these meetings to hear. 
I had been very recently assigned as deputy and I took the advice 
and followed the suggestions that were made by the group at the 
meeting I was in; it is the proper thing to do. 

Mr. Rrenuman. You felt that was the proper thing to do without 
getting any further background with respect to the gentlemen asking 
for the loan, their qualifications or anything else? 

Mr. Ginson. Yes, sir. 

Mr. Rieutman. Now, this may be a very crude question and maybe 
it is not a proper one to ask, but from the background you have had 
in business, is that the way you would operate in private enterprise! 

Mr. Gipson. I have always been willing to delegate authority and 
follow it and I figure in the long run I did better that way than I did 
by attempting to go check everything that was given me. 

Mr. Rrentman. Now you delegated authority to several of your 
subordinates and never accepted any of their recommendations. Is 
that not correct ? 

Mr. Gipson. That is correct. 
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Mr. Rreatman. Then, that does not blend in with your previous 
statement, does it ? 

Mr. Gipson. Those gentlemen were a—well, I will let it stand. I 
will not get into an argument on that. 

Mr. Rrenman. I am not trying to argue with you on it at all, sir. 

Mr. Gipson. I did not mean it that way. I will not fall back on 
any excuse as to how long I had been there or anything. 

Mr. Rreniman. I am vitally interested, as you should be, as a tax- 
payer. I ama businessman and a taxpayer, as you are. 

Mr. Gipson. I am interested. I felt I was doing the right thing 

Mr. Rieutman. Perhaps you did, and I hope that you did, and I de 
not challenge that statement at all, sir, but I do challenge the state- 
ment that you would act in the same manner in private enterprise 
as you did in this matter. 

Mr. Girson. I probably misjudged who I should listen to on the 
grounds that I thought the group in the NPA were the people that 
had the responsibility for this. 

Now this other group, Mr. Woodside and so forth, whom I have 
learned to know since and respect, I did not know at that time. 

Mr. Rientman. All right, but you had a Mr. Craven, a Mr. Perkins, 
and Mr. Woodside all in your department who came in and were will- 
ing to offer information to you which you did not accept. 

Mr. Gisson. That is right. 

Mr. Rreniman. That is all. 

Mr. Botuine. Mr. Chairman, at that point I would like to pursue 
it a little further. 

Had anything transpired which would have caused you to have 
unusual confidence in Mr. Bolger and Mr. Davlin’s judgment? At 
this first meeting on Wednesday, had they been introduced in such 
a manner as to make you think they were most competent in this? 

Mr. Grrson. When I came down there, General Harrison told me 
Mr. Creedon, the head of that Section, was a man whose judgment 
could be relied upon. 

Mr. Botting. Mr. Creedon was not at the Wednesday meeting. 

Mr. Girson. Mr. Creedon was ill and was not at the Wednesday 
meeting. 

Mr. Boring. These two gentlemen represented him, in effect ? 

Mr. Gipson. Yes, sir. 

Mr. Botting. Thank you. That is all. 

Mr. Casey. Mr. Gibson, it has been testified here that NPA recom- 
mended to the DPA that this loan be granted approximately Janu- 
ary 22, or 24. That recommendation was signed by Mr. Harper on 
behalf of the Department of Commerce, approved by Mr. Bolger, and 
subsequently approved by the Secretary of Commerce. 

It has been testified, and there is documentary proof in support 
of it, that at the time that recommendation was made one of the pro- 
visions of the loan was that 
A loan should be approved in the amount of $7,800,000, conditioned upon (a) 
the borrower paying into the RFC fiscal agent for the delegate agency, $1,000,000 
of private capital. 

Mr. Harpy. What is the date of that? 

Mr. Casry. That was in the hands of DPA on January 24, at which 
time the people in your own agency prepared memoranda discussing 
the terms and conditions of this Joan. 
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Can you reconcile that fact with your testimony here today that the 
million dollars was a new proposition that came up after the meet- 
ing of Wednesday ? 

Mr. Gisson. It is possible that that meeting was the 24th, I said 
it was 2 or 3 days in advance. I am speaking entirely from memory 
there and may be that meeting was the 24th instead of that Wednesday. 
I know it was sometime previous. I thought a few days. I did not 
realize it was that long. But if those are : the dates, that must have 
been the situation. 

There is no means of checking my memory on those meetings. There 
is no record and no minutes. It was an informal meeting held that 
I was asked to sit in on. 

Mr. Casry. I started to read a memorandum of February 5 ad- 
dressed to Mr. Woodside by Mr. Perkins, which attempted to sum- 
marize the happenings at the meeting in your office of February 2. | 
will read it to you and see if it is in accordance with your memory: 

On Friday afternoon, February 2, you, Mr. Tom Craven, and I held a meeting 
in the office of Mr. E. T. Gibson, Deputy Administrator, Defense Production Ad- 
ministration, concerning the above application. We presented Mr. Gibson with 
the certificate for a loan which had previously been signed by Mr. Charles Saw- 
yer, Secretary, United States Department of Commerce, as Mr. Gibson had re- 
quested that this be brought to him at that time. 

In offering the certificate, occasion was taken by the three parties referred 
to above to point out to Mr. Gibson several doubtful factors in connection with 
the application as follows: 

1. No assurance of proper supply of raw materials. 

2. Lack of experience of the president, Benjamin 8S. Dowd, with certain aspects 
not in his favor regarding bad management and credit records. 

3. RFC had expressed serious doubt as to the feasibility of this loan and the 
ability of the applicant to complete construction of the building and purchase 
of equipment with the proceeds of the loan. 

4. No reasonable assurance of repayment of the loan. 

5. It was pointed out that the certificate might be changed to show that any 
tax savings from the tax certificate be applied on the loan rather than made in 
favor of the borrower. It was further suggested that the certificate might be 
changed to require the new equity capital proceeds to be used in the construc- 
tion or acquisition of equipment before proceeds of the loan. 

While Mr. Gibson was appreciative of these suggestions, it developed that he 
was familiar with the situation and desired to sign the certificate without delay 
or changes. 

Mr. Gipson. I say that is generally correct. 

Mr. Casey. Had you requested this application be brought to your 
office that afternoon, February 2? 

Mr. Grirson. I do not recall that. I may have, but I do not recall 
it. If I did, it was simply in answer to a request from NPA. I do 
not recall that I had any pressure on it at all. 

Mr. Casry. Does NPA generally pressure your organization into 
handling these loans in a hurry? 

Mr. Gipson. No, Mr. Casey, but everybody is in a hurry for these 
things. 

Mr. Casry. These kinds of loans? 

. ” 

Mr. Greson. Any tax certificate or loan—when I say “in a hurry, 
I mean the idea is, if you are going to approve them, get them out and 
get them into the hands of the people. 

If we were going to have a steel plant at Hazleton, the idea was 
to get it going. We wanted steel. 

Mr. Rreni~man. Regardless of the circumstances? 
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Mr. Gipson. Not regardless of anything, sir. If everything else 
was all right. 

Mr. RizutmMan. Were you sure everything was all right? 

Mr. Greson. I felt everything was. 

Mr. Harpy. You were not familiar with the fact that RFC had 
recommended against this loan and certificate; that NPA’s technical 
expert had recommended against it entirely, and that your own 
representatives had recommended against it? You have testified 
that you were familiar with the position of Mr. Woodside, Mr. 
Perkins, and Mr. Craven. 

Mr. Gipson. Yes. 

Mr. Harpy. .But you were not familiar with the fact that NPA’s 
technical people had recommended against it? 

Mr. Gipson. My recollection of the meeting was that they were 
represented and although they state there was some doubt in their 
minds, that that was not strong enough to cancel my belief that it 
should be signed. 

Mr. Harpy. What would be your reasons for signing it, if technical 
experts thought that the thing could not be successful ? 

Mr. Gipson. I do not believe that at that meeting they stated that 
it could not be successful. My memory is that they believed it would 
be successful, although I think they stated that the steel companies 
generally were against it. 

Mr. Harpy. And you do not know whether you had any experts 
there or not, do you? 

Mr. Gieson. At that meeting ? 

Mr. Harpy. Yes. 

Mr. Ginson. We had somebody representing the Steel Department 
from NPA, and I would call them expert. 

Mr. Casey. What did they say ? 

Mr. Gipson. At that time? They doubted they could agree, but 
they were not strong enough to say we should not do it. 

Mr. Harpy. Can you recall who that may have been ? 

Mr. Gipson. No. I thought that it was Mr. Carson, but after talk- 
ing with a couple of people I am not sure now. 

Mr. Harpy. I do not know what personnel is in that division. Do 
you know, Mr. Casey? 

Mr. Casry. Is you doubt predicated upon your conversation with 
me of several days ago? 

Mr. Gipson. Yes. Yes, sir. 

Mr. Casey. And I pointed out to you at that time that it could not 
have been Mr. Carson because I had memoranda in my records indicat- 
ing Mr. Carson was against this loan. 

Mr. Gipson. You stated to me that Mr. Carson had written a paper 
opposing it; yes. 

Mr. Casey. And that is why you doubt now 

Mr. Girson. No; that is not why I did. 

Things move rather fast and when you are here new they are rather 
confusing, and my memory, which I thought was good, is not good 
enough to state positively. 

Mr. Botuine. Mr. Chairman. 

Mr. Harpy. Mr. Bolling. 

Mr. Borirne. At that meeting previous to February 2, General 
Harrison indicated an opinion on the advisability of this loan? 
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Mr. Gisson. His opinion followed that—he went around the table 
and asked everybody what their opinion was and his opinion, as | 
recall it, was that there was not enough money there; if there was, 
it might be a loan that we would give. 

Mr. Botturne. Did you have any further discussion of this particu- 
lar loan with General Harrison subsequent to that meeting? 

Mr. Gipson. I have had since. 

Mr. Boing. Subsequent to the meeting in question and prior to 
February 2 when you signed it ¢ 

Mr. Gipson. No; not prior to the time it was signed. He was not 
there. 

Mr. Lanrarr. I have a question, Mr. Chairman. 

Am I correct in assuming that the first knowledge you had of the 
Hazleton Steel application was when you were called over to General 
Harrison’s office for a meeting ¢ 

Mr. Gipson. That is correct. 

Mr. Lanrarr. That was the first time you had ever heard about it! 

Mr. Ginson. Yes, sir. 

Mr. Lantarr. Nobody had spoken about it or told you any such 
application was pending ? 

Mr. Gipson. That is correct. 

Mr. Lantarr. You mentioned there were a good many people there, 
and following through on the chairman’s question again, the only 
names we have are Dav lin, Bolger, McCoy, and you think Carson, but 
you are not sure? 

Mr. Gipson. Somebody from that section. 

Mr. Lanrarr. General Harrison and yourself? 

Mr. Gipson. Yes. 

Mr. Lanrarr. Can you recall from your memory anybody else who 
might have been there ? 

Mr. Gison. No; I cannot. I think there were more people there 
than that. I think there were about eight. 

Mr. Lanrarr. That is five people in all who were there? 

Mr. Gipson. Yes, sir; I think there were two or three more people 
because, as I recall it, as we sat around the table it was rather full. 

Mr. Lanvarr. Who appeared to be the main proponents for grant- 
ing this loan ? 

Mr. Gipson. Mr. Davlin and Mr. Harper were the main proponents 
of it. 

Mr. Harpy. If the gentleman will yield, I think we can call someone 
else to shed a little light on this and help Mr. Gibson refresh his 
memory on this. 

Mr. Harper, will you come up, and Mr. Davlin, you might come on 
up too and take another chair there. 


TESTIMONY OF HARVEY M. HARPER, LOAN DIVISION, FACILITIES 
CONSTRUCTION BUREAU, AND WILLIAM R. DAVLIN, ASSISTANT 
TO ASSISTANT ADMINISTRATOR, FACILITIES CONSTRUCTION 
BUREAU, NATIONAL PRODUCTION AUTHORITY 


Mr. Harpy. Do you and each of you solemnly swear that the matter 
to which you shall testify before this subcommittee will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Harrer. Yes. 
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Mr. Harpy. And you? 

Mr. Davutn. Yes. 

Mr. Harpy. Can you shed any further light on exactly who was 
at the meeting ? 

Mr. Harper. I believe Mr. Linn was there from our Division. 

Mr. Harpy. What does he do? 

Mr. Harper. He is in the Loan Division. 

Mr. Harpy. Mr. Davlin, you were present there at the meeting ? 

Mr. Davin. Yes, I was, Mr. Chairman, and I welcome the chance 
| oe camamaparas 

Mr. Harpy. When did this meeting take place ? 

Mr. Davin. With reference to specific dates which I do not have 
before me, without reference to them, I will say this was an informal 
meeting, I believe the second of its type held, because it was the second 
major capital investment loan made. 

Now, I wanted very much while Mr. Gibson was- 

Mr. Harpy. Let us see if we can get the date first. 

Mr. Davin. Now, you say, Mr. Casey, that the date of this meeting 
was January 24? 

Mr. Casey. No; I did not say that. 

Mr. Davin. The material point that I want to make here—I can- 
not set the date of the meeting—was that it was before the DPA’s 
functions on loans came into being. Mr. Harrison had been nominated 
but there was a period of considerable days before he was confirmed. 

Mr. Harpy. You mean Mr. Harrison was present without having 
official status ¢ 

Mr. Davin. Yes; Mr. Harrison was present, having been the head 
of NPA, and Mr. Gibson having very recently come with him there, 
was the head of NPA. 

Now, it was his view that although he had 

Mr. Casry. DPA, or NPA? 

Mr. Davin. NPA. He was head of NPA, having been nominated 
to DPA. It was his view, gentlemen, that we should proceed, in the 
instance of this loan, just as we would have a week or 2 weeks or a 
month earlier when the route was from within NPA, Secretary Saw- 
yer, to NSRB, and Mr. Gibson may or may not remember—we do— 
that that was the procedure we were to follow. 

So that the meeting which Mr. Gibson has been discussing was an 
informal meeting—as formal as anything was at the time—but held 
inan NPA family. I think that is important. 

Now, the certificate which Secretary Sawyer signed had not then 
been written nor signed nor sent to DPA. That is the fact. There 
are many delicate points here, but I think this is one, in all fairness to 
Mr. Gibson, that should be completely straight. 

Does that help some? I want to add a little bit to that, if I may. 

Mr. Harpy. Then I take it this was quite some time before the loan 
was actually approved ? 

Mr. Davutn. Sir, I do not have the dates before me. The important 
date in this instance is the date of the certificate which Mr. Sawyer 
signed under his then authority. 

Mr. Harpy. What was the date of that? 

Mr. Davin. Let us be very sure of the date of it. 

Mr. Harpy. That is a good idea. 
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Mr. Bender. How many different transactions of this type do you 
pass on? 

Mr. Grieson. There have not been many of them. I guess this was 
the only one I signed before a department was set up to cover this 
thing. 

Mr. Benper. So it was quite unusual, or it was something you would 
attach more significance to than the average transaction, is that 
correct ? 

Mr. Gipson. Yes; I would say so. 

Mr. Harpy. Is this the only loan of this type that you signed at all, 
sir? 

Mr. Gieson. I think that is right, sir. 

Mr. Davurn. We can come back to this, but Mr. Gibson was in this 
particular loan set of procedures twice, you see; once within NPA 
when General Harrison took the view that there was no DP A or he 
had no function in the DPA, and again, later, when he had to sign any 
loan certificates which were made since the power to sign loan certifi: 
cates after DPA came officially into being was not a commerce func- 
tion any longer, but a DPA function. 

It is confusing, but it is a straight picture. 

Now, the certificate which Secretary Sawyer signed, or the carbon 
copy which I have in front of me, and which Mr. Casey perhaps picked 
up, is dated January 19, 1951. 

Mr. Casey. And that is crossed out? 

Mr. Davin. It is not crossed out on the copy I have here. Mr. 
Harper calls my attention to the fact that this is the date upon which 
it was typed. 

The point which I think clarifies Mr. Gibson’s testimony here is the 
meeting which he refers to in General Harrison’s NPA office was cer- 
tainly before this certificate was written. That meeting was a meeting 
at which the nature of the original application was described. The 
fact that the applicants had offered no equity 

Mr. Harpy. You believe Mr. Gibson’s memory is very bad when he 
placed this meeting 4 or 5 days prior to the time he signed this cer- 
tificate, and you are placing it now 6 weeks back. 

Mr. Davin. Not 6 weeks back. 

Mr. Harpy. You said it had to be before January 19. 

Mr. Davin. That is not 6 weeks before February 3 or February 2 

Mr. Harpy. It is 2 weeks. 

The point was made in Mr. Casey’s questions previously to Mr. 
Woodside and Mr. Craven that this business of the applicant injecting 
1 million dollars was something which happened after Secretary 
Sawyer had signed. 

Mr. Casey. That is the substance of Mr. Gibson’s testimony, not 
mine. I pointed out that the certificate had been signed January 
19 or January 24 and if he had a meeting on January 31, or the Wed- 
nesday preceding the February 2 signing, at the time of the meeting, 
the million dollars was already in the picture. 

Mr. Davin. The meeting to which he is referring, Mr. Casey, as 
of that late date—and I am sure I do not need to say it—it is merely 
a matter of recollection. 

Mr. Casey. Tell us when the million dollars first came into the 
picture. 
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Mr. Davirn. Let me tell you. When the NPA at that period 
recommended a loan, it prepared, as I expect you have discovered, 
two documents: One, a memorandum of recommendation which in- 
cludes a justification of the loan; a description of the nature of the 
project ; a justification of the loan, and all of the terms and conditions 
which are to go into the certificate. It prepares another typewritten 
document which is the certificate which carries all of those things. 

Now, the meeting held, whatever the precise date, but certainly 
before any recommendations or any certificate was signed or so much 
as typed, was the meeting held in General Harrison’s office. 

Mr. Casey. All right. Now, let us pin-point the dates of this 
original recommendation that was signed by Mr. Harper and ap- 
proved by Mr. Bolger. Give me the date on that. 

Mr. Davin. We have a carbon copy here. There is an original 
somewhere, I expect at DPA. The carbon copy which we have here 
is not dated, Mr. Casey, but since the copy of the certificate is dated— 
at least bearing the date January 19, to be signed by Mr. Sawyer, my 
most accurate estimate I could make is that the memorandum was of 
similar date. 

Mr. Harpy. Now, just why would you draw any such conclusiow 
as that? We have evidence here today in connection with the grant- 
ing of the certificate of necessity, that report from your Steel Branch 
was not even submitted to Mr. McCoy until nearly 30 days after he 
had approved the certificate. 

Now, if that is a criterion, then your assumption here is without 
very much foundation. 

Mr. Davin. Perhaps Mr. Harper can add to this. 

Mr. Harpy. Do you have any light to shed on this? 

Mr. Harrer. This certificate and recommendation was drawn up on 
the 19th. I think Secretary Sawyer was out of town and we could 
not get his signature until sometime Friday. I delivered the recom- 
mendation and certificate to Mr. Woodside’s office on a Saturday morn- 
ing, which, according to testimony made earlier in the day, it was 
received on the 24th, which was a Monday. Therefore, apparently 
sometime on Friday Secretary Sawyer’s signature was obtained and 
on Saturday morning I delivered it to Mr. Woodside’s office, which 
would be the 22d. 

Mr. Casry. The 22d of January ? 

Mr. Harper. Yes, sir. 

Mr. Casey. So the meeting took place prior to that ? 

Mr. Harper. That is right. 

Mr. Harpy. This memorandum you read a while ago is dated the 
24th ? 

Mr. Gipson. May I add something here? This testimony refreshes 
my recollection somewhat. I am trying to tie this into the date of the 
signature. 

Now, the fact that this went to Mr. Woodside’s office on the 24th, 
what I really was attempting to fix it or base it on, the meeting, was the 
time Mr. Davlin came in to see me and not the time Mr. Woodside did. 

In other words, it was over there a week with them before it came 
back, which throws me a week off in my calculation of the time the 
meeting was. 

Am I clear on that, sir? 

Mr. Casey. Yes. 
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Mr. Gisson. I considered, when I told Mr. Davlin—was it you or 
Mr. Bolger that came in with it? I think it was Mr. Bolger and Mr. 
Davlin that came in with it. I told them I would sign it, based upon 
the evidence they gave me then of additional funds. 

Pius my recollection of the meeting, I was satisfied. It then went 
to Mr. Woodside and I have been figuring that that was the time 
I signed it. It was not. When I signed it, it was a week later. 

Mr. Harpy. I want to ask you a question about that. You told him 
when he brought it over you would sign it? 

Mr. Gipson. That is right. 

Mr. Harpy. Then why did you send it to Mr. Woodside at all’ 

Mr. Ginson. It had gone over there as a matter of course. Mr, 
Woodside was the organization which Mr. Symington had in NSRB 
to check on those things. I was not fully familiar with that whole 
thing at that time. 

Mr. Harpy. If you were going to sign it and were completely un- 
concerned about what recommendations he or his assistants would 
make, why let them spend their time on it ? 

Mr. Gieson. I did not send it there. It went over from Mr. Davlin’s 
office. 

Mr. Davurn. That is right. 

Mr. Harpy. Then I misunderstood your testimony. 

Mr. Gipson. It went over from Mr. Davlin’s office. 

Mr. Casey. At the time you said you would sign you were not part 
of DPA. Were you in NPA? 

Mr. Gisson. Well, I am not sure on that one. I thought I was in 
DPA at that time. 

Mr. Casey. It was testified here that NSRB preceded DPA in ap- 
proval of these loans. 

Mr. Gisson. That is right. 

Mr. Casey. At the time of this meeting, which precedes Secretary 
Sawyer’s approval of the certificate for NPA, the delegate agency, 
DPA had not yet come into existence officially, General Harrison not 
having been confirmed by the Senate, and you not having taken office 
as the Deputy Administrator of DPA. 

Mr. Greson. That is right. 

Mr. Casey. So you were in the picture at that time as an official 
of NPA? 

Mr. Botirne. But with good prospects for DPA. 

Mr. Harpy. Maybe Mr. Bolling has put his finger on something. 

Is it possible that you have made a statement to them, “As soon : 
as I get over in DPA I will sign it”? 

Mr. Gipson. I did not do it that way: no. I said I would sign it. 
My signature was the same as Harrison’s. If I was NPA, it would be 
signed for Mr. Symington to certify. If we had become DP, it 
would have been signed for me to certify. 

That is not as confusing, sir, as it sounds. Let me tell you why. At 
that time Mr. Symington was recognizing that we were going to be 
DPA and he was signing them for us and Mr. Harrison, I would say 
to him, “We think this is all right,” and it was that signature that | 
was referring to at that time, over, if we had come into existence, my 
signature as DPA. 

Does that clarify it or leave it more confusing ? 
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Mr. Casey. It leaves this vacancy: Do you construe that your signa- 
ture as an official of DPA would have the same effect as your signa- 
ture as an official of NPA? 

Mr. Gipson. My signature of DPA would be a certification. My 
signature as NP A would be a recommendation for certification. 

Mr. Casey. In other words, the sole purpose of DPA being in this 
picture at all was to review whatever recommendations were made to it 
by the delegate agency, NPA? 

Mr. Gipson. That is right. 

Mr. Casey. So that while you were perfectly willing to sign the 
recommendation as an official of NPA, did you not conceive it to be 
a proper function of your office in DPA to have some review made 
of that recommendation ? 

Mr. Gipson. In that period, sir, I am afraid that I felt if I was 
willing to sign it and recommend it as NPA, I was also willing to 
sign it and certify it as DPA. 

Mr. Casry. Then Mr. Woodside’s shop was performing a useless 
function in this case. 

Mr. Gipson. Possibly at that time, because 1 had not become fam- 
iliar with them yet. 

] mean by that, this: They were somebody else’s organization and 
they had never worked for me. 

Mr. Harpy. If you were going to go over and be the deputy head 
of them, they were going to be w orking for you then ¢ 

Mr. Gizson. That is right. 

Mr. Harpy. You signed it in your function as Deputy Adminis- 
trator of DPA? 

Mr. Gisson. That is right. 

Mr. Harpy. And you ignored all your subordinates in the new 
organization which you were taking over? 

Mr. Gipson. That is right. 

Mr. Harpy. And you ignored your responsibilities in that organiza- 
tion and relied on the responsibilities you had in NPA to execute 
that document. Is that right? 

Mr. Gipson. I do not want to admit a thing like that—wait a 
minute. I do not admit that. I signed it because I thought it was a 
proper thing to put through. 

Mr. Harpy. But you disr egarded the functions 

Mr. Gieson. I disr egarded the advices of my own organization. 

Mr. Harpy. And you disregarded the function of your new or- 
ganization. Is that correct ? 

Mr. Greson. Not necessarily. I have the right. They are advisory ; 
it is my organization. 

Mr. Harpy. I understand that, but otherwise what would be the 
pur te of even having DPA? 

Mr. Gisson. Well, the purpose is definitely to certify, which means 
to check and make certain that everything is all right. 

Mr. Harpy. So then when you went over into DPA it was a part of 
your responsibility to utilize the functions and to exercise the functions 
of that agency, was it not? 

Mr. Gipson, That is right. 

Mr. Harpy. And you elected to ignore those functions ? 

Mr. Grrson. To that extent I ignored my obligations; yes. 
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Mr. Harpy. And you committed yourself without even carrying 
out any part of the functions that were involved ? 

Mr. Bo.zine. Mr. Chairman, it is more confusing than that be- 
‘vause that part of his organization had just been transferred to him 
from National Security Resources Board because that is where Mr. 
Woodside came from. 

Mr. Harpy. That is right, but he takes over that function of NPA, 
but he disregarded his review function in DPA with the personnel 
that he takes over from NSRB, is that it ? 

Mr. Gipson. That is right. 

Mr. Davurn. Mr. Chairman, I do not know how helpful we have 
been on this time schedule. 

Mr. Harpy. Not very. Anyway, I appreciate your efforts. 

Mr. Davin. Yes, sir. They have been willing. 

Those are the facts, as ludicrous as they may sound. 

I would like to add one more thing with respect to the meeting 
which was held when Mr. Gibson was in there. I want to add this 
because of earlier testimony that the million dollar thing got into 
this sometime after some official had signed it. 

When this initial meeting in General Harrison’s office was held—I 
had started to say this earlier—there were no written papers, certifi- 
cate, or recommendation typed up in the Facilities Bureau where 
this work is done. Those who attended—Mr. Harper has added 
Mr. Linn to the names you already have—Mr. McCoy led off the 
discussion of the nature of the thing. We followed with details on 
the nature of the product, the location, the nature of the loan, the 
initial application for 100-percent loan. In being prepared to recom- 
mend the loan, we indicated we would not recommend it unless the 
terms and conditions provide for, at that time, $800,000 of private 
capital. It was the consensus of that meeting—Mr. Gibson having 
indicated that there was general approval of going ahead—that. we 
should go back to the applicant who had so far indicated no willing- 
ness to put up any money, at least in the application. He was fore- 
warned that there would be such a condition in the loan and to raise 
that to $1 million as a condition to the loan. 

Now, up to that point, Mr. Chairman and Mr. Casey, none of this 
was typed up either as a recommendation or as a certificate. I think 
that clarifies the testimony. 

Mr. Harpy. That might clarify it a little bit with respect to this 
million dollars, but I want to pursue one or two points that you have 
just raised. 

You said there were no written papers in the Facilities Bureau in 
connection with this loan; is that correct ? 

Mr. Davin. Now, Mr. Chairman, I said there were, and I have 
earlier said 

Mr. Harpy. Do you belong to the Facilities Bureau? 

Mr, Davin. I certainly do, sir. 

Mr. Harpy. Fine. 

Mr. Daviry. When I speak to the papers that are germane to this 
particular discussion, there would be a memorandum of recommenda- 
tions, and a certificate to go with it. 

Mr. Harpy. You had the memorandum of recommendation from 
Mr. McCoy, did you not? 
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Mr. Davirex. The memorandum of recommendation which accom- 
panies any of these loans is the recommendation of the Facilities 
Construction Bureau, and is prepared in that Bureau. 

Mr. Harpy. Yes; but it is based on documents that come from Mr. 
MeCoy’s Bureau; is that right 4 

Mr. Davin. That is right, sir. 

Mr. Harpy. So in your ‘Facilities Bureau you should have had some 
memoranda from Mr. McCoy’s section ¢ 

Mr. Davin. Yes, sir. 

Mr. Harpy. Did you? 

Mr. Davirn. We had a memorandum given to us by Mr. McCoy, a 
memorandum from Mr, Friedman to him on the project. 

Mr. Harpy. Do you recall whether there was anybody from the 
Iron and Steel Branch present at that meeting ¢ 

Mr. Davurn. Mr. Chairman, I do not believe that there was and I 
want to add something quickly there, that these must have been very 
new faces to Mr. Gibson. 

Mr. Harpy. I explained that and I think we understand that. 

Mr. Davin. All right, sir. 

Mr. McCoy, to the best of my knowledge, was the only representa- 
tive from the Industry Operations Bureau who was present. 

Now, there may have been one or two others in addition to those 
names, but they were not from the Iron and Steel Division. 

Mr. Harpy. So from a technical standpoint there was nobody there 
to give any advice to that group, is that right ? 

Mr. Davin. There was nobody there, Mr. Chairman, who had a 
knowledge of the iron and steel industry by practical experience in it. 

Mr. Harpy. Now, you say that Mr. McCoy presented his recom- 
mendations together with the memorandum prepared by Mr. Fried- 
man ¢ 

Mr. Davurn. Mr. McCoy at this meeting verbally indicated his gen- 
eral belief that this project should go forward. The memorandum 
from Mr. Friedman to Mr. McCoy, which was made available, was 
available to us—by Friedman—either before or in preparation of the 
actual memorandum. That particular memorandum you are speaking 
about was not before the meeting about which we are talking. 

Mr. Harpy. Then you did not have anything except this form ? 

Mr. Davuin. No; I am referring to the typewritten memorandum, 
not the form. 

Mr. Harpy. Well, did you say that was not available to you? 

Mr. Davurn. That was not used in the meeting. 

Mr. Harpy. What was used in the meeting? You were not con- 
cerned then with anything except the form that carried the comments 
of Mr. McCoy with respect to a shortage of the goods in question. 
That is all you had before you? 

Mr. Daviry. Mr. McCoy made his verbal summary of the material 
you find in the memorandum from Mr. Friedman and Mr. McCoy. 

Mr. Harpy. Were you aware at the time of the adverse recommenda- 
tions of Mr. Carson and Mr. Ley da? 

Mr. Davin. I may have been, sir. I am not sure. 

Mr, Harpy. Were you aware of that, Mr. Harper? 

Mr. Harper. I was not. 

83530—51———-16 
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Mr. Harpy. Did you consider that the memorandum of Mr. Fried. 
man, when you filed this, or did you ever see it? 

Mr. Harper. Yes, indeed. 

Mr. Harpy. You say it was subsequent to this meeting ¢ 

Mr. Davin. I am not sure as to that. We knew its general contents 
and nature and:that would carry an economic justification for the 
project. 

Mr. Harpy. Is that branch of NPA which has the responsibility 
for making the recommendation to DPA, did you consider that the 
type of memorandum prepared by Mr. Friedman to support the 
recommendations of Mr. McCoy was an adequate support of that 
loan ? 

Mr. Davurn. On the basis of the work that our own Loan Division 
had done, coupled with that; yes. 

Mr. Harpy. Your own Loan Division had done some individual 
work on this? 

Mr. Davin. Yes. 

Mr. Harpy. Do you mean that was discussed by yourself, Mr. 
Bolger, and Mr. Harper at our last session ? 

Mr. Davity. I do not know how fully it was discussed and I have 
not had the transcripts. 

Mr. Harpy. Go ahead. 

Mr. Casey. Let me ask you, Mr. Davlin, RFC performs the pre- 
liminary investigation in connection with these loans? 

Mr. Davurn. Yes, sir. 

Mr. Casey. And the recommendation from RFC did not reach NPA 
until at least January 15 or January 16. I am referring to a letter 
signed by the Secretary of RFC dated January 15 in which the final 
recommendation of RFC is contained. 

Mr. Davurn. I believe that is right, sir. 

Mr. Casry. Now, at that time, the application was for a loan of 
$6,985,000; is that so? 

Mr. Davin. What was the figure, sir? 

Mr. Casey. $6,985,000. 

Mr. Davuin. If that is the amended figure of the loan, Mr. Harper 
would be familiar with it. 

Mr. Harper. That was their second report. 

Mr. Casey. This is their final report, is it not ? 

Mr. Harper. It is; yes, sir. 

Mr. Casey. So their recommendation at that time was that that 
loan and in that amount be turned: down ? 

Mr. Harpver. That is correct. 

Mr. Casty. Now, somewhere between January 15 and January 1 
you not only had the applicant come up with this proposition of the 
$800,000, you had to increase it to $1,000,009, and you had the whole 
recommendation drawn up, signed and approved by the Secretary 
of Commerce, is that so? 

Mr. Harrer. That same RFC report, I believe, says they feel they 
will be $2,000,000 short at that figure, $6,875,000. 

Mr. Casry. So you increased the Government part of that loa 
to $7,800,000 ? 

Mr. Harper. They increased that to $7,800,000, and started in a! 
$800,000, and after this meeting in Genera! Harrison’s office it wa: 
increased to $1,000,000 as their participation. 
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Mr. Casry. This meeting that you had with Mr. Gibson and Mr. 
Harrison could not have taken place prior to January 15, could it? 

Mr. Harper. No, sir. 

Mr. Casey. And it could not have taken place after January 19? 

(No response. ) 

Mr. Casey. By that time you had the recommendation all drawn 
up and Mr. Sawyer’s approval 

Mr. Harper. It might have taken place prior to the 15th. I am 
not sure about that. 

Mr. Casey. Do you think it might have taken place prior to the re- 
ceipt of final recommendation from RFC ¢ 

Mr. Harper. It could have. 

Mr. Davin. We would have no knowledge that RFC was going to 
make a final recommendation. 

Mr. Casey. Why not? 

Mr. Davin. We had this initial recommendation. 

Mr. Casey. Does the law not require their filing it? What was the 
date of the initial recommendation, do you know? 

Mr. Harrer. December 19. That is at Philadelphia. 

Mr. Casry. At any rate, do I understand Mr. McCoy expressed 
himself orally at this meeting, based upon this memoranda of Mr. 
Friedman, that his support for the recommendation is contained in 
this memorandum for Mr. Friedman ‘ 

Mr. Harper. He summarized it in the contents of that. 

Mr. Casry. Did he recommend this loan be granted ? 

Mr. Harper. He expressed himself generally in favor of this loan, 
sir. 
Mr. Casey. I am asking you a specific question. Did he refer to 
this memorandum from Mr. Friedman as support for his recommenda- 
tion that this loan be granted ? 

Mr. Harper. I do not recall specifically, Mr. Casey, whether he did 
or not, but I do recall that the substance of his presentation covered 
the material which is in Mr. Friedman’s memorandum. 

Mr. Casry. Is there anything in this memorandum of Mr. Fried- 
man’s which dwells on the performance record of the applicant ? 

Mr. Harrver. No, sir. 

Mr. Casey. The feasibility of the project? 

Mr. Harrver. No, sir. 

Mr. Casry. Is there anything at all with respect to the particular 
circumstances surrounding the Hazleton proposition ¢ 

Mr. Harrer. No, sir. 

Mr. Casey. Is it not completely and solely a description of the 
shortage of steel tubing products? 

Mr. Harper. It is, sir. 

Mr. Casry. In other words, there is nothing in this memorandum 
that would support a recommendation for a loan for any particular 
corporation or company ? 

Mr. Harper. Not with respect to the points you mentioned. 

Mr. Harpy. Did you conform to the regulations or requirements 
of the regulations with respect to submitting favorable recommenda- 
tions on these loans when you submitted this one? 

Mr. Harper. In our judgment we did, Mr. Chairman. 

Mr. Harpy. Do you consider then that you have complied with the 
sections of the regulations with respect to examining the application, 
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that you are not required to examine the application to determine the 
feasibility of a loan? 

Mr. Harper. Surely. 

Mr. Harpy. You considered that you had adequately discharged 
your responsibility to determine that ‘this loan was feasible, based on 
Mr. McCoy’s oral testimony, plus the memorandum of Mr. Friedman! 

Mr. Harver. No, sir; I said that on the basis of that which was 
absolutely essential for such a loan. Without that, no such loan could 
be made. 

In addition, sir, to that, the work which our own Loan Division did 
on the loan, coupled together—those two things—in my judgment 
were in conformity with the requirements for making the loans. 

Mr. Casey. Before we get to the work that your Loan Division did, 
I am going to refer you to some testimony that you gave before this 
subcommittee on March 20, 1951. On page 206 I read from the bottom 
of that page: 

That application was filed with us and in the regular procedure, as in 
all these cases, a copy was sent to the Industry Operations Bureau upon which 
Mr. Creedon’s Bureau depends for technical comments, determination of ¢a- 
pacity and supply shortages and on the base of that report of that Bureau the 
necessity certificate was approved. 

Do you want to change that testimony ? 

Mr. Harper. Mr. Casey, you have called my attention to this state- 
ment this morning and indicated you would offer an opportunity 
for me to review this. 

I would say that the phrase or sentence “and on the basis of the 
report of that Bureau, the necessity certificate was approved,” that 
I meant by that the type of conference work which was done over the 
whole group of necessity certificate applications, you see. 

The material carried in the analysis behind the Jones & Laughlin 
applications, which is the basic economic justification for all of them, 
you see, and I would amend or elucidate that point in those terms. 

Now, subsequently, as we know, there was the report on the loan 
and the report on the necessity certificate which are neither here nor 
there in terms of that particular statement. 

Mr. Harpy. Certainly they do not support that statement; do 
they ?¢ 

Mr. Harper. They do not, sir. 

In the confusion of my mind before the committee the other day, 
I have used a phrase which is certainly not in accordance with the 
documents before you. That was unintentional and done in no way 
to obscure the facts. 

Mr. Casry. On page 212, when we referred to that report further, 
you submitted a copy of the report to us, signed by Mr. McCoy—and, 
in fact, the report was read into the rec ord at page 213—as the basis 
for issuance of the certificate of necessity. 

Mr. Harper. All I can say, Mr. Casey, in response to that, is that 
that report represented the basis of Mr. McCoy’s initial favorable 
opinion of this, along with the other steel cases which were presented. 

Mr. Casry. Now, let us get to the work that your Loan Division did 
on this Hazleton loan. 

Are you prepared to testify on that, or Mr. Harper? 

Mr. Harper. I think it would have to be between us, sir. 

Mr. Casey. Tell us when that work began and of what it consisted. 
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Mr. Davurn. Well, the first work on it—— 

Mr. Casry. Let us go back a little bit. 

Mr. Davin. Yes, sir. 

Mr. Casey. When did you first meet Mr. Dowd ? 

Mr. Davtrn. In the summer of 1950. 

Mr. Casey. Was that in connection with some application for 
Joans 

Mr. Davin. No, sir. 

Mr. Casey. Do you want to describe it, the circumstances under 
which you met, Mr. Davlin? 

Mr. Davin. Yes, sir. 

Let me start a little earlier. From the summer of 1949, Federal 
agencies, at the direction of the President, were directed, under ex- 
isting appropriations and authorizations, to extend whatever assist- 
ance Was necessary to absorb unemployment in various places over 
the Nation. 

One of the things Congress did over the Nation was to conduct in 
these centers, as determined by the Department of Labor, plant and 
product surveys, determine what plants there were and what prod- 
ucts they could make and to compile that material and make it avail- 
able to all Federal agencies engaged in the procurement. 

I believe that meeting, or in a meeting held at Wilkes-Barre, or 
Hazleton, Mr. Dowd participated. 

Mr. Harpy. Mr. Gibson, I do not believe we will need you any 
longer, if you want to be excused. 

Mr. Grsson. Thank you very much, sir. 

Mr. Harpy. Thank you. 

Mr. Davurn. I believe he participated, and I believe he became 
known to at least some in the Department of Commerce at that time; 
not to me, however. 

Mr. Casey. Let us shorten it up a little bit. I just want to know 
the circumstances under which you met Mr. Dowd. 

Mr. Davuirn. Yes, sir. 

In the spring of 1950, this program continuing, I was named co- 
chairman of a committee between the Department of Commerce and 
the Department of Labor to receive appeals for assistance in con- 
nection with unemployment from these various places over the coun- 
try. They came to us with a number of problems. We compiled also 
reports from Federal agencies on their activities in these areas; in 
public works, in loans, and in procurement. 

In the early summer of 1950 I received a call from Congressman 
Flood’s office asking me to see Mr. Dowd, and he came to see me. He 
was interested and had been interested in developing business for the 
Vulean Iron Works at Wilkes-Barre, Pa. 

He was specifically interested in the development, as I recall it, of 
business in the production of sugar-refining equipment and cement- 
producing equipment for shipment abroad. It was in that connection 
when he came to the Department that I first met him. 

Mr. Harpy. He was not concerned with this particular thing at 
that time ? 

Mr. Davurn. He had no knowledge of it at all. 

Mr. Casry. Was he an official of Vulcan Iron at that time? 

Mr. Davin. Iam not sure, sir. At some point or other, he resigned. 
His initial interest, I know, had been in procurement activity which 
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would result in business for the Vulean Iron Works. I believe sub- 
sequently he left that concern, and it is my belief or recollection that 
he was thereafter interested in developing foreign-purchase business 
forms. 

Mr. Harpy. Did you subsequently see Mr. Dowd frequently ? 

Mr. Davin. Mr. Dowd came to town certainly three or four times 
during the summer and following the passage of the National Defense 
Production Act. 

Mr. Casey. Did you see him on each occasion when he came to town! 

Mr. Davin. I do not recall, and I do not recall the number of times 
I have seen him. I would say three or four times. 

Mr. Harpy. Always to your office? 

Mr. Davin. No, sir; I had lunch with him. 

Following the passage of the National Defense Pioduction Act, 
following the Korean incident, he mentioned to me that he had formu- 
lated a project for the production of seamless steel tubing and that 
he would want to develop that project under section 302 of the act. 
At that time we had no knowledge who would administer section 302, 
or any other section of the act. 

After the passage of the act, he visited the Department, although 
I did not know about it, with Mr. Flood, and I believe he saw Secre- 
tary Sawyer and possibly also Mr. McCoy, and make known to them 
that he would be submitting the proposal which finally was submitted. 

Mr. Casey. In other words, your association with Mr. Dowd was 
in connection with your function of helping distressed areas in the 
Department of Commerce, prior to the Defense Production Act? Is 
that so or is it not so? 

Mr. Davin. That is so, and it is not quite the full story. I certainly 
welcome an opportunity to lay the full story here, and I would like 
to elaborate at that point. It was that, to be sure, giving assistance to 
areas of economic distress in connection with the program the Presi- 
dent launched for that. 

In addition to that, I was head of a division in the Office of Do- 
mestic Commerce, headed by Mr. McCoy, which was called the Area 
Development Division, the function of which had no specific reference 
to areas of distress, but to all areas and parts of the country desirous 
of further industrializing—all cities and communities—and I might 
add that naturally it is those outlying areas of the country, the smaller 
towns in the middle section of the country, that are interested. 

Mr. Harpy. Let me see if I can abbreviate this a little bit. I want 
to give you a full opportunity to testify, but I would like to shorten 
it if possible. 

In other words, is it correct to say that your entire association with 
Mr. Dowd was in the line of your official duties at the Department! 

Mr. Davurn. It certainly was, sir. 

Mr. Harpy. You had no other associations with him ? 

Mr. Davin. No other associations of any kind. 

Let me add just a sentence or two, in order to get the whole pic- 
ture. 

It was the responsibility of the Division which I headed to make 
available the statistical and the economic data of the Department of 
Commerce, the technical knowledge of the Department, to chambers 
of commerce of cities all over the Nation, to development agencies 
of State governments. This Division was created at the request of 
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official departments of State governments. We had an intense, direct, 
positive, aggressive desire to assist communities and areas and rail- 
roads and utilities in industrial areas. 

Mr. Harpy. The committee appreciates that. 

Mr. Casey. In other words, there was no mention made of this pro- 
posal to erect a steel plant at Hazleton until after the passage of the 
Defense Production Act ? 

Mr. Davirn. No, sir. 

Mr. Casey. And any association you had with Mr. Dowd prior to 
that time was in connection with either Vulcan Iron Works or some 
foreign-purchase work that he was doing ¢ 

Mr. Davin. That is true, sir. 

Mr. Casey. Did he indicate to you what progress he had made when 
he first mentioned this Hazleton Steel plant toward getting the thing 
going ¢ 

Mr. Davin. He indicated, Mr. Casey, that he had presented to 
Vulcan Iron Works, in the years subsequent to the end of the war, 
a number of types of new production. As I recall it—and I am de- 
pending upon my memory from a long time back—he mentioned he 
had attempted to convince the management of Vulcan Iron Works, of 
which he was no longer in control, to enter into the production, I be- 
lieve, of cement-mill equipment; that that had been turned down by 
the management. 

As I recall it, when he mentioned this particular seamless-steel-tube 
mill to me after the passage of the National Defense Production Act, 
he mentioned that this was a project upon which he had done a great 
deal of work and had attempted to sell to the Vulean [ron Works 
and which had been rejected, and that it was now his desire to pro- 
ceed with it on his own, and with his associates. 

Mr. Casry. Now, Mr. Davlin, you are aware, I suppose, by this 
time that the only people in this entire picture of the Hazleton loan 
who have made favorable recommendations with respect to it are 
yourself and Mr. Harper, Mr. Bolger, and Mr. McCoy? 

Mr. Davin. Yes; I am. 

Mr. Casry. That there is a much more imposing array of talent on 
the other side? 

Mr. Davin. I am aware of that. 

Mr. Casey. Both from the standpoint of financial and technical 
knowledge; is that not so? 

Mr. Davurn. Yes; I will say that that is so. I will not say, Mr. 
Casey, that those who favored going ahead with this project did so 
blindly or necessarily violated any—at least a minimum—concept of 
good judgment in taking a course different from the course recom- 
mended by those you mentioned. 

On the side of finance, I believe that Mr. Harper’s experience and 
judgment, and perhaps to a lesser extent Mr. Bolger’s, can compete 
with—on the finance side—the views of those who were opposed. 

On the technical side, the principal objections raised were cleared 
up in the loan as it was certified. 

The fact that the Iron and Steel Division of the NPA, under Mr. 
McCoy, took a dim view of this project is not, to me, with no obvious 
experience in steel making or in finance, completely compelling. 

Mr. Friedman here has made an analysis of all or almost all of 
the reports of that Division on necessity certificates and loans. 
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Now, he has had no steel-making experience, nor no finance experi. 
ence, but his analysis shows that those reports left something to lp 
desired. 

Mr. Casey. What did he show that left? 

Mr. Davirn. Mr. Friedman can speak for himself. 

Mr. Harpy. You are referring to his memorandum / 

Mr. Davurn. No, sir. I am speaking of reports in general fron 
the Iron and Steel Division on such loans. 

Mr. Casey. Let us go back a little on this, Mr. Davlin, before this 
gets out of hand again. 

Mr. Davirxn. May we just round out that point and leave it? I 
will not be out of hand there. 

Mr. Harpy. It gets out of hand quite often. 

Mr. Davitn. I think this is very material. 

Mr. Harpy. I disagree with you on a lot of things that you clain 
to be material to this particular subject. 

Mr. Davin. I do not mean to be impertinent. 

Mr. Boruc. Are you implying that the Iron and Steel Division 
was interested in keeping a low capacity ? 

Mr. Davitn. No; I am not implying that. 

Mr. Chairman, may I continue with this? 

Mr. Harpy. Which track are you going on now? 

Mr. Davuin. I am not going on any track. Iam merely completing 
a point with respect to the reports of the Iron and Steel Division in 
this situation. 

Mr. Harpy. Go ahead. I do not like to cut you off, but I do not 
want to get the record filled up with inconsequential material. 

Mr. Davin. I would not prolong this if I did not think it would 
be pertinent. 

Mr. Friedman’s analysis shows that the reports which he received, 
or Mr. McCoy received from that Division, recommended 100 percent 
certification in all cases. 

Mr. Casey. I am afraid you are getting off the point right there. 
We are getting into no cases but the Hazleton case. We want to know 
nothing about what has been going on down there between Mr. Fried- 
man and Mr. McCoy, but I do want to go back in one thing that you 
have started here. You feel that Mr. Harper’s background and expe- 
rience places him on a somewhat, at least, competitive basis with the 
experience of the financial people in DPA who have testified here 
adversely to this loan. 

On reading over this transcript of testimony that was taken March 
20, I find a gap in Mr. Harper’s background between the time that he 
had the farm down in Charlottesville and the time he was in the War 
Production Board in 1943. I wish Mr. Harper would fill us in on that 
period. 

Mr. Harper. From the time I had the farm in Charlottesville? 

Mr. Casey. And the time you worked for the War Production 
Board in 1943. 

Mr. Harper. I got the farm in June of 1941. We started the house 
and moved in on October 15, 1941. 

Mr. Casey. Let us get from the War Production Board on. 

Mr. Harper. I thought you said the period between the farm and 
the War Production Board. 
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Mr. Casey. What period were you with the War Production Board ? 

Mr. Harrer. 1943; from January 1943 to October 1943. 

Mr. Casey. A period of 9 or 10 months. 

Now, where did you go from there? 

Mr. Harver. I went to Tube-Turns, Inc. 

Mr. Casry. Where is that? 

Mr. Harper. Louisville, Ky. I represented Tube-Turns in Louis- 
ville, Ky., in Washington. 

Mr. Casey. What was your salary with the War Production Board ? 

Mr. Harper. I think something ‘like $4,800 or something like that. 

Mr. Casey. What was your starting salary with Tube- Turns? 

Mr. Harper. $9,000. 

Mr. Casey. What, exactly, does Tube-Turns do? 

Mr. Harrver. They make welding settings. 

Mr. Casey. It is a corporation located in Kentucky ? 

Mr. Harper. Yes, sir, Louisville, Ky. 

Mr. Casey. What was your job with Tube-Turns ? 

Mr. Harper. I represented them in Washington. 

Mr. Casey. In what capacity ? 

Mr. Harver. Getting allocation and applications in for them, proc- 
essing priorities, and “getting allocation of steel. I was a service 
station with them. 

Mr. Harpy. You were a service station with the War Production 
Board, which you recently left? 

Mr. Harrrr. No, sir, it had nothing to do with my being with Tube- 
Turns. 

Mr. Casey. How long were you with Tube-Turns? 

Mr. Harpeer. I finished a full-time assignment, I believe, in Janu- 
ary se so 

Mr. Casry. How long was your salary at $9,000, starting in 1943? 

Mr. Harper. Until 1945, I believe. 

Mr. Casey. What was your salary then? 

Mr. Harper. $10,000 plus expenses. 

Mr. Caspy. What was your final salary ? 

Mr. Harrer. Plus expenses. 

Mr. Casey. Did you have an expense account the whole time you 
represented Tube-Turns here in Washington ? 

Mr. Harper. Yes, sir. 

Mr. Casry. Can you give the committee some idea of how much 
that expense account would run per month ? 

Mr. Harper. It varied. I ran from $1,500, $2,000, $2,400 a month, 
but that included an apartment at the Mayflower which was main- 
tained at all times, at $600 a month. It included an office which we 
had in the Defense Building for the secretary. The salaries were paid 
from Louisville. All other expenses were paid from here. 

They had men coming up here all the time, technicians and officers 
of the company, and that was what we used the suite for. As you 
remember, hotel rooms were almost impossible to get. 

Mr. Casey. Was it used for entertainment of officials here in Wash- 
ington ? 

Mr. Harper. Not officials; no, sir. 

Mr. Casey. Not Government officials? 

Mr. Harper. No, sir. 
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Mr. Casey. Did you represent Tube-Turns in conection with the 
securing of contracts? 

Mr. Harper. No, sir. 

Mr. Casry. They already had the contracts? 

Mr. Harper. They had the contracts. 

Mr. Casry. Did they acquire any new contracts during the tine 
that you were a representative for them here? 

Mr. Harrer. Not from Government. 

Mr. Casry. Not from Government? 

Mr. Harper. They might have had something from the Navy, but 
I had nothing to do with that. 

Mr. Casey. What was your final salary with Tube-Turns? 

Mr. Harper. $10,000. 

Mr. Casey. $10,000? 

Mr. Harper. Yes, sir; plus a bonus. 

Mr. Casey. How much was the bonus? 

Mr. Harper. Always 10 percent of the salary. 

Mr. Casey. Did you ever represent to anyone that you receive 
$15,000 a year with Tube-Turns ? 

Mr. Harper. I think I have. 

Mr. Casry. What was the purpose of that ? 

(No response. ) 

Mr. Casey. Did you put on your form 57, in applying for Govern- 
ment employment, that you had a final salary of $15,000 a year’ 

Mr. Harper. I do not remember what I put on it. 

Mr. Casry. During this time you were Washington representative 
for Tube-Turns, you had an expense account running between $1,50) 
and $2,000 a month. 

Mr. Harper. That is correct. 

Mr. Casry. That was over a period of some 5 years or 6 years? 

Mr. Harrer. That is right. 

Mr. Casey. After you left Tube-Turns in 1948, what did you do 
then? 

Mr. Harper. I still represented them on a retainer basis. We 
had two or three contracts that were still terminating and I was doing 
some work on that, but on a retainer basis. They paid me $150 a 
month and $50 a day when they used me. 

Mr. Casey. Do you feel that experience with Tube-Turns qualified 
you in any respect to override the judgment of these financial people 
that passed on the Hazleton loan ? 

Mr. Harper. I do not believe I overrode their judgment. 

Mr. Casry. You approved the loan? 

Mr. Harrer. That is right. 

Mr. Casey. You were cognizant of the fact that RFC disapproved 
the loans? 

Mr. Harrrr. They have disapproved all loans that come to us. 

Mr. Casey. Do they not recommend in some cases that they will 
participate ? 

Mr. Harper. They have in a few cases, but very few. 

Mr. Casry. Do they not make a favorable recommendation as to 
the possibilities of suecess of a particular loan in the event that they 
vannot take the loan themselves under section 4 (a) of the statute! 

Mr. Harper. No, sir, they have a different law under which they are 
operating. 
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Mr. Casey. I appreciate that, but you do not mean to imply that 
RFC makes the kind of recommendation they made in this case on 
every application that comes to you? 

Mr. Harrer. No, sir. 

Mr. Casey. In other words, if they cannot take the loan under their 
own authority, of section 4 (a) of the RFC Act, they might very well 
give you a favorable recommendation with respect to the performance 
record of the applicant, the credit possibilities and the feasibility of 
the loan in general ? 

Mr. Harper. I think in all cases the covering letter states that they 
cannot make the loan under section 4 (a). However, if we deem it 
necessary to be made in the interests of defense, they make the follow- 
ing recommendation, and then they go on. 

Mr..Casey. T hey participate to a considerable extent in some of the 
loans that you people make, do they not ? 

Mr. Harper. I think they participated in two. 

Mr. Casey. What two? 

Mr. Harper. Lone Star and Green River. 

Mr. Casey. Those are the only two? 

Mr. Harper. Those are the only two I remember offhand. 

Mr. Casry. And they participated to a considerable extent in the 
Lone Star case, did they not ? 

Mr. Harper. Yes, sir. 

Mr. Casry. Now, Mr. Davlin, I have some other testimony here that 
I would like to direct your attention to for the purpose of having 
you clarify the record on it. It has been testified here this morning 
that these certificates of necessity for the Hazleton case, and 47 others, 
were granted en masse on or about December 9, 1950; that at that time 
the consideration of the circumstances attending particular applica- 
tions was more or less limited to a review of the application without 
any substantial check of any verification of the facts or circumstances 
contained in each application. 

Mr. Davin. Nga is correct, sir. 

Mr. Casry. I direct your attention to page 210 of the testimony 
taken on March 20 and ask you whether or not the testimony there is 
inany way inconsistent with your understanding of what transpired at 
the time this certificate of necessity was granted to Hazleton. Particu- 
larly, I direct your attention to the question by the chairman of this 
committee : 

In connection with the granting of the certificate, was consideration given to 
the capabilities of the individuals who were sponsoring the proposal? 

Your answer: 


Yes, sir. 

Mr. Harpy. And their backgrounds and their experience in the manufacture of 
steel tubing was considered sufficient to justify approval of the loan? 

Mr. Davin. Yes, sir. 

Mr. Harpy. And approval of the certificate? 

Mr. Daviin. Yes, sir. 

Mr, CAsEY, What was the date of the certificate of necessity ? 

Mr. Davuitn. The date of the issuance of the certificate of necessity was 
December 9. 


Mr. Harpy. Do you find that testimony consistent with the state- 
ment you just made together with the testimony given this committee 
this morning ? 
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Mr. Davin. Mr. Hardy, with the reservation that we had before ys 
only what was in the application, and that we were acting upon that, 
I would say that the general substance of this—I would noi, in the 
light of the subsequent developments, want to say that what we had 
before us was adequate to act upon a loan. I would say that acting as 
we did in all cases on what we had before us and what we knew of the 
people, we had as much basis with respect to the management to go on 
in this case as we did in—— 

Mr. Harpy. Mr. Davlin, you are begging the question and I do not 
want to leave any impression that I think you deliberately misled the 
committee before, but you certainly did mislead us. 

Now, my question to you on March 20 was whether or not considera. 
tion was given to the capabilities of the individuals who sponsored 
this proposal, and you had before you then the application—I believe 
that you had before you also the RFC report. 

Mr. Davin. No, sir. 

Mr. Harpy. You did not have the RFC report ? 

Mr. Davirn. No. You see, the RFC report would not come for 2 
months later or a month and a half later. 

Mr. Harpy. Very well; we will accept that. But you had before 
you the application and the only consideration then that you could 
have given to the capabilities of these individuals was what they said 
about themselves on their application; is that right? 

Mr. Davutn. And in the brochure which accompanied it, surely. 

Mr. Harpy. And as to their background and experience in the man- 
ufacture of the steel tubing, I asked you whether that was considered 
sufficient to justify approval and you said “Yes.” 

Mr. Daviry. I am sorry, sir. That was misleading. I can only 
plead that in the excitement and confusion—it was the first time | 
was ever before a committee—and I would not now say what I did 
then. 

Mr. Harpy. That is all. 

Mr. Casey. At page 221, Mr. Davlin, this question was asked you 
by the chairman: 

With whom did you confer, other than your own organization, in connection 
with the wisdom of granting a certificate of necessity? 

Mr. DAVLIN. With no one except our own organization. 

Mr. HArpy. You said you had conferences with nobody outside of your own 
organization in connection with the granting of a certificate of necessity? 

Mr. DAvLIN. No, sir. 

Now, you did not mean to imply by that testimony that you never 
discussed this with Mr. Dowd, did you? 

Mr. Davin. Why, I certainly did not. 

I believe at some point there were questions with respect to our 
contacts with outside people and I certainly would not say and did not 
mean by that to say that we had not talked to Mr. Dowd. We talked 
with many, many other applicants, and especially before the applica- 
tion forms and the regulations were available. 

Mr. Harpy. I think it is to be expected that you would discuss it 
with the applicant. 

Mr. Davin. Yes, sir. 

Mr. Harpy. I just thought we should have it clear. 

Mr. Davin. But it was the applicant. 

Mr. Casry. Did you discuss this with Mr. Carson and Mr. Leyda 
at any time? 
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Mr. Davin. Not to my knowledge. 

The only person with whom I ever discussed this in the Iron and 
Steel Division was Mr. Frank McCune, who was head of the Iron 
and Steel Division of the Office of Domestic Commerce which became 
the Industry Operations Bureau of NPA. 

In the period when we were flooded with manufacturers coming 
into the department wanting to know about what our requirements 
were, What were the terms, I was on the receiving end of that group 
of visitors, and they were considerable. 

I took Mr. Dowd and I believe his associates, and I believe on two 
occasions in this period before or when we were getting many long 
letters from people—no applications forms were available—I took 
these people to see Mr. McCune. 

Mr. Harpy. Did you ever take them to see Secretary Sawyer / 

Mr. Davurn. I did not take them to see Secretary Sawyer. They 
asked for an appointment with Secretary Sawyer at the time the 
loan was to be certified. I do not know whether it is proper to say 
Itook them there, sir. I was there with them. 

Mr. Harpy. Did anybody in Secretary Sawyer’s office ever discuss 
either the loan or certificate of necessity with you ? 

Mr. Davirn. Not in any detailed terms before the loan was about 


to be consummated or certified. 


Mr. Harpy. At any time prior to the actual consummation did any- 
body in the Secretary’s office discuss it with you at all, whether it was 
in detail or otherwise ? 

Mr. Davuiry. The best of my recollection, Mr. Hardy, is that I dis- 
cussed this and other loan applications with Secretary Sawyer—at no 
time before I took to him the Lone Star certificate to be signed. 

Mr. Harpy. Was this note discussed at the time ? 

Mr. Davin. Yes. 

Mr. Harpy. In what respect was it discussed ? 

Mr. Davirn. That it had been filed and that it was under study and 
that it appeared that it might be a reasonably sound project. 

Mr. Harpy. Did you initiate the discussion or did the Secretary ? 

Mr. Davurn. I do not recall, sir. 

Mr. Harpy. Were you familiar with the recommendations of Mr. 
Leyda and Mr. Carson from the Iron and Steel Division with respect 
to this certificate and loan ? 

Mr. Davin. Not in any detail. I believe I read the recommenda- 
tion only, or Mr. Leyda’s memorandum, only within the last couple 
of weeks. At the time that the loan was made, I did know, though 


| | had not read, that there was an adverse memorandum on this from 


Mr. Leyda. 

Mr. Harpy. Do you recall Mr. McCoy’s testimony about that this 
morning ? 

Mr. Davurn. I do not, sir. 

Mr. Harpy. You were not here this morning. 

I think Mr. McCoy testified to the effect that these documents were 
not transmitted along with his favorable recommendation because 
they were discussed and available to the people in your section or 
branch, whatever it is, and that you were fully familiar with it. 

Mr. Davin. Mr. Chairman, they undoubtedly were. I only said 
that I did not, until very recently, read the memoranda which Mr. 
Leyda wrote. 
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Mr. Harpy. Since you had a favorable recommendation from Mr. 
McCoy, you were not concerned with what his subordinates did, is that 

right ¢ 

Vr. Davin. I knew, sir, that he had an adverse recommendation 
from his subordinates which he was not forwarding to us. 

Mr. Casey. Then I refer you to page 213 of the testimony of March 
20. Mr. Hardy read from Mr. McCoy’s recommendation and after 
quoting that small paragraph in that report of January 26, he asked; 

Is that the only recommendation that you had from technical people upon 
which you based the issuance of a certificate? 

Mr. Davin. We would assume that behind such a conclusion was the proper 
analysis. 

Mr. Harpy. That is purely an assumption and you do not personally know 
whether that exists or not. 

Mr. Casey. When you say “proper analysis,” do you mean proper analysis 
of the proposed construction by this particular applicant? 

Mr. DAviin. We would assume so. 

Mr. Casey. Isn’t it a fact that at the time this certificate of necessity was 
issued it had been proposed by the applicant to buy up some second-hand plants 
that later turned out to be completely unworkable as a unit? 

Do you wish to correct the impression that leaves that the only recom- 
mendation furnished by the technical people in NPA was the report 
you received from Mr. McCoy ? 

Mr. Davurn. No; I do not want to leave that impression. I said | 
knew there was an adverse report. 

Mr. CasEy. You did not mention an adverse report at March 20. 
Mr. Hardy asked you if that was the only recommendation you had 
from the technical people and you said “Yes.” 

Mr. Davirn. That was the only recommendation we had from 
Mr. McCoy, sir. 

Mr. Harpy. Of course, technically he is correct, but he certainly 
did not help us a whole lot. 

Mr. Davurn. I am very sorry, Mr. Chairman. 

Mr. Harpy. Are there any questions by members of the committee! 

Mr. Lanrarr. I have a question. 

Mr. Harpy. Mr. Lantaff. 

Mr. Lanrarr. Mr. Davlin, apparently the only recommendations 
which you had before you in connection with this loan were, one being 
a short summary from Mr. McCoy that there was a shortage of steel 
in the country, and a rather detailed recommendation against this, 
and also a rather detailed recommendation from the RFC recom- 
mending against it from a financial standpoint, so that both finan- 
cially and technic: illy it was an unsound loan. 

Now, who were the proponents of this loan? Who were the actual 
people who said, “Notwithstanding the fact that it is technically un- 
sound financially, we are still going to make the loan”? Who made 
that determination / 

Mr. Davin. Mr. Lantaff, we did not have before us the technical 
report. 

Mr. Lanrarr. You knew it was there though, did you not? 

Mr. Daviry. Yes: I believe we knew it was there. 

Mr. Lanvarr. You did not think it was your duty to get it and 
examine it from a technical standpoint before loaning out $8 millio! 
of the Government’s money ? 
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Mr. Davin. The only answer I can make to that, sir, is that Mr. 
McCoy had misgivings about not this particular technical report, but 
a great many others which were never forwarded to us. 

Mr. Lantarr. If everybody had misgivings about this, who were 
the ones who overcame the recommendations of everybody else who 
had anything to do with studying it ¢ 

Were you the one who actually pushed this thing through ? 

Mr. Davuin. No sir; I would not say that at all, sir. 

Mr. Lantrarr. Somebody had to be pushing it. With all of the 
technical branches recommending against it, unless somebody was 
pushing it, it would not go through. Who in the NPA was pushing 
this loan to get it through ¢ 

Mr. Davury. Our Bureau had before it a proposal which, revised 
as it was in the course of negotiations on it, it seemed to be meritorious 
and worthy. Insofar as any loans section 302 

Mr. LantaFr. You say, “Our Bureau.” Do you mean you? 

Mr. Davurn. I mean Mr. Harper, Mr. Bolger. 

Mr. Lantarr. Are you the one who was actually the driving force 
behind putting this thing over ? 

Mr. Davin. I will not say that I was, sir. 

Mr. Lantvarr. Well, who was? There had to be somebody. Every- 
body who has been up here today just about says, “No, we were against 
it.” but somebody from the NPA took the time to personally go to the 
Secretary of Commerce with it, took the time to personally call the 
meeting at General Harrison’s office, took the time to personally carry 
this over for Mr. Gibson to sign, and that is the best service I ever 
heard of in the Government. 

Mr. Rreuuman. I think the testimony which Mr. Gibson gave this 
afternoon will clearly show that Mr. Davlin and Mr. Bolger were the 
men who recommended and he accepted their recommendations 


| against his own subordinates’ recommendations. 


Mr. Lantarr. Was Mr. Davlin the one who actually inspired this? 
Mr. Davuin. I would not say that I was, sir. I would say that 
here was a proposal under section 302, in an industry where it was 
our understanding that there was a clear desire on the part of the 


} Department of Commerce to permit new and independent and small 


companies to come into the field. 

Mr. Lanrarr. To get steel ? 

Mr. Davurn. In response to the National Defense Production Act. 

Mr. Lanrarr. From your standpoint, that was the major and con- 
trolling criteria ¢ 

Mr. Davin. That was, sir. 

Mr. Lanrarr. And you paid no attention to these other criteria 
which had been established ? 

Mr. Davirn. Well, they are an array of criteria. I am sorry, I 


| Just said that that was the major and certainly a very important one. 


y 


Mr. Lanrarr. Who called this meeting in General Harrison’s office ? 

Mr. Davirn. I do not know. That was normal procedure when the 
Bureau was prepared to act on a loan application which had been 
hanging fire for a very long time. 

Mr. Botiine. How long? 

Mr. Davirn. Well, it was filed—it was the first loan application 
tiled—November 22, sir. 
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Mr. Lantarr. That was the date the application was filed ¢ 

Mr. Davurn. That is right. 

Mr. Lanvtarr. Let me ask you one other question. 

At the time you knew that when you transmitted this loan over 
was going to some people in Mr. Gibson’s shop to review from the 
standpoint of approving or disapproving, is that right? 

Mr. Daviin. Yes, sir. 

Mr. Lanvtarr. Did you discuss this loan at any time with any of 
them or did you call them into this meeting ? 

Mr. Daven. That was an internal NPA meeting. It was not up 
to us to call them. This was NPA reviewing a loan proposal for 
approval in the Office of the National Production Administrator, for 
forwarding to Secretary Sawyer. 

Mr. Lanrarr. At that meeting where Mr. Gibson was not too fa- 
miliar with all the details, was it brought to Mr. Gibson’s attention 
that the technical people had recommended against this ! 

Mr. Davin. I do not recall whether Mr. McCoy mentioned that 
he had an adverse report from the Iron and Steel Division or not. 

Mr. Lanvrarr. Was it brought to Mr. Gibson’s attention that not 
only was there an adverse report from the Iron and Steel Division, 
but also one from the RFC? 

Mr. Davin. That was brought up, and the fact that in our judg: 
ment we had met the major objections of the RFC to the loan for ow 
own purposes. 

Mr. Lanrarr. If you had this report in detail from the Iron and 
Steel people, and had that knowledge before you at the time this loa 
was approved, would you have nevertheless approved the loan / 

Mr. Davin. Yes. 

Mr. Casry. Mr. Harper, I would like to ask you one question. Did 
you ever express yourself on this loan to anyone in the Defense Pro- 
duction Administration that this was a “must” loan? 

Mr. Harper. I do not think I used that term. 

Mr. Casry. Tell me what term you did use. 

Mr. Harper. I had a discussion with Mr. Craven and told him it 
was a highly important loan to the Department. 

Mr. Casry. You heard Mr. Craven's testimony that in effect the 
substance of your statements were that the Secretary of Commerce 
approved this. “Who do you think you are to disapprove it?” Is 
that correct or incorrect? 

Mr. Harper. I heard him say that that was his impression. 

Mr. Casey. Do you disagree with that? Did you leave that in- 
pression / 

Mr. Harrer. I did not intend to. 

Mr. Casey. You never used the words that this was a “must” loan 
and had to be approved ? 

Mr. Harper. I do not remember using the word “must.” I do re- 
member discussing it with him and telling him it was a very im- 
portant loan and that there were changes that we had in there which 
I felt could be worked out. 

Mr. Casey. Did you call him for the purpose of influencing his 
judgment on the loan? 

Mr. Harper. No, sir. 

Mr. Casey. What was the purpose of your conversation ? 
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Mr. Harrer. As a matter of fact, I suppose the conversation was 
io meet after work and have a drink. 

Mr. Casey. Is that the time that you told Mr. Craven that this was 
very important ¢ 

Mr. Harper. He picked me up over at the office. I had to work a 
little later than he did, me being overburdened and understaffed, the 
Under Secretary working under very adverse conditions, and it was 
often 6 o’clock before I got away. He got there about 5:30 and we 
sat there and talked. We discussed Hazleton in some way. I said 
it was a very important loan and that I understood—I do not remem- 
ber the words I used; I do not think I said it was a “must” loan. 

Mr. Harpy. Did you tell him of any people in high places who were 
interested in it ? 

Mr. Harper. No, sir. I did say that Mr. Davlin had given me the 
background of the work that had gone on ahead of it, prior to my 
being with NPA, about the blighted labor area, and, of course, the 
criteria does provide for small business and does provide for labor 
areas and it was on the strength of that—on the point of the original 
application, I was convinced in my own mind that we would not get 
any steel for $5,200,000. 

I did check with the RFC report, and with the patentee of the Assel 
mills and he said he did not think it would be adaptable—he said 
you could make tubing with it, but he did not think it would be 
adaptable. 

I had someone out in that same company who said that he would 
not recommend it and he suggested I talk to Etna Standard who 
manufacture standard tubing equipment. 

Mr. Casry. At any rate, that phase of the picture was changed. 
They did come in and agree to purchase Etna Standard equipment. 

Mr. Harper. That is right. Now, what I am trying to say is that 
the loan originally, that the RFC report came back on, was the $5,- 
200,000 application. Subsequently, I talked to Etna Standard and 
what the time element would be in getting equipment for the appli- 
cant, and they said 8 months, providing they could get the electrical 
equipment to go with it. 

While I was on the telephone he said he had the equipment. nec- 
essary to be exported, but the license had been tied up and if they 
acted promptly he could convert that equipment he had on hand to 
the applicant for this plant. 

Mr. Casey. Now, did you ever, at any time, urge upon Mr. Craven 
that he expedite his consideration of this loan? 

Mr. Harper. No, sir. 

Mr. Casey. Did you urge upon any official in DPA that they ex- 
pedite their consideration of this loan? 

Mr. Harrer. No, sir. 

Mr. Casey. Did you not tell me the other day down in your office 

that you did? 
_ Mr. Harper. I do not believe I did. I told you down there that we 
trequently called them to find out what was holding up an applica- 
tion. We might have called with that in mind. It was not urging 
it. From the date this went over there until it was back was about 
10 days and we have had some over there, even in the past week, where 
Ihave called up to see what has happened to them. 


83530—51———-17 
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Mr. Casey. What could happen to them? 

Mr. Harper. Well, just delay in getting them out. 

Mr. Casey. How is it your concern what delay transpires in DPA’ 

Mr. Harper. Because the applicants come back to us and want to 
know what we have done with them. 

Mr. Casey. Why do you not refer them to DPA ? 

Mr. Harper. We do. 

Mr. Casry. Why is it your concern to follow up in the applicant’; 
interests in a different agency ? 

Mr. Harper. The only concern is to get it back through us to RFC. 
If DPA approves and certifies, that is; after all, the reason they make 
a loan is because the material is urgently needed in the defense effort. 

Mr. Casry. And you state now that you have never urged that the 
Hazleton loan be expedited to any official in DPA? 

Mr. Harprer. I do not like to say that I have not called over to see 
what has happened to it, but I do not remember making such a call, 
I may have. I call frequently. 

Mr. Davitn. I would like to add this to my response to Mr. Lantaff’s 
question: There is no question that from the beginning of the re- 
quest of Secretary Sawyer for the expansion of the steel industry 
that there was a deliberate desire to get steel expansion and to permit 
new, independent companies to come into the field in response to the 
preamble of the act and to approve loans for that purpose if they were 
reasonably sound, and whatever work we did in the Facilities Bureau 
was in response to that kind of an internal policy, and that policy 
was shared by every individual connected with the certification of this 
Joan; from ourselves up through Mr. Harrison, Mr. Gibson, and Mr. 
Sawyer. 

Mr. Harpy. Mr. Davlin, did you ever contact Mr. Gibson in the 
interests of expediting the signing of this? 

Mr. Davurn. Sir, following our meeting that we went into here, 
in Mr. Harrison’s office, we were told that—we reviewed the loan, the 
weak spots and the strong spots of the loan. We reviewed what we 
had done about the Assel mills, what we have done about making 
sure there was money enough there to get into production, and we 
were prepared to recommend the loan provided that, I believe it 
was 10 percent of the total, or $800,000 of private capital be injected. 
We were told to go to the applicant and raise that to 1 million dol- 
lars. As a matter of fact, we were told not to close the door, if you 
please. Now, we did that. 

Mr. Harpy. Just a minute. 

Mr. Davin. I am coming right now to the answer to your ques 
tion. I believe it was the next day. We had been in touch with Mr. 
Dowd on the phone, and we told him that would be the sine qua nou 
of the loan, and he agreed to that. We reported that to Mr. Gibson. 
Mr. Harrison was out of his office. I believe it was the next day. It 
might have been the same day. 

It was on that occasion Mr. Gibson was referring to that Mr. Bolger 
and I—he was not sure, I believe, whether Mr. Bolger was along 3 
one point; at another point he was—that was the only time I talked 

or recall talking to Mr. Gibson about certifying this loan, sir. 

Mr. Harpy. You recall Mr. Gibson’s testimony here earlier? As | 
recall it, the question was raised with Mr. Gibson as to what prompted 
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him to, on the date of February 2, call Mr. Woodside’s group to bring 
the certificate over for his signature. My recollection is that he testi- 
fied that you and Mr. Bolger were in to see him that morning for that 
purpose. ies en ag 

Mr. Davin. That, sir, is my recollection of his testimony. 

Mr. Harpy. Is that correct ? 

Mr. Davurn. I have stated to you the nature of the visit that Mr. 
Bolger and I paid to him, that this was the final detail of the cer- 
tificate which we had to clear at the NPA level before we took the 
thing to Mr. Sawyer. That is the time, and that antedates the cer- 
tifying of the loan by the DPA by 2 weeks or so. 

Mr. Harpy. From your statement, then, it was 2 weeks or more 
before he actually signed the loan that you had your last contact with 
him ¢ 

Mr. Davin. Yes, sir; on this :natter. 

Mr. Harpy. So that any u._ acy which he had that impelled him 
to call Mr. Woodside’s group to come up and get the thing over with 
right now was not due to any contact that you made ? 

‘Mr. Davin. No,sir. Yousee, when Mr. Gibson made the comment 
about the visit Mr. Bolger and I paid to him, it was before it was 
made clear in our subsequent conversation here this afternoon that 
this meeting that he talked about and the million dollars was—what- 
ever it was, 10 days or 2 weeks—before he signed the certificate and 
Mr. Harrison’s DPA deputy. 

Mr. Harpy. You are certainly casting aspersions on his memory. 

Mr. Davirn. Well, did we not spend 15 or 20 minutes trying to 
straighten it out? 

Mr. Harpy. Mr. Bolling, have you any questions? I do not think 
we need to go through that again. 

Mr. Botirne. You said first they were to get $800,000 and then 
raised it toa million. Whotold you that? 

Mr. Davurn. In describing the loan proposal that we were prepared 
to make after the revision of the application which had been made, 
we told in this meeting in Mr. Harrison’s office that our proposal would 
contain a condition—the proposal we were discussing—that the appli- 
cants, instead of providing zero private capital, provide $800,000, and 
it was the consensus of that meeting, and General Harrison’s direction 
tous, to go to the applicant and raise that. 

Mr. Botxirne. In other words, General Harrison told you ? 

Mr. Lanrarr. Was it General Harrison who told you not to close 


i the door ? 


Mr. Davin. Yes, sir. 

Mr. Harpy. Mr. Bender, have you any questions? 

Mr. Benper. I am so puzzled I do not know what more to say. I 
am dazed. 

Mr. Lantarr. I think we should call Mr. Gibson back, let him 
review this testimony and allow him to straighten himself out. 

Mr. Harpy. We will consider that. 

Thank you, gentlemen, very much. 

Off the record. 

(Whereupon, at 5:15 p. m., the subcommittee proceeded off the 
record and adjourned at 5:20 p. m., to reconvene at the call of the 
chairman.) 
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INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVING GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 


MONDAY, APRIL 9, 1951 


House or ReEpresEnTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
in THE Execurive DepartMENTs, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in room 429, 
Old House Office Building, Representative Porter Hardy, Jr., pre- 
siding. 

Present : Representatives Hardy (presiding), Bolling, Shelley, Lan- 
taff, Riehlman, Bender, and Meader. 

Also present: Ralph E. Casey, counsel for the subcommittee. 

Mr. Harpy. Let the subcommittee come to order. 

Now, Mr. Casey, who is your first witness? 

Mr. Cassy. I think that the officials from the Reconstruction 
Finance Corporation, in accordance with our understanding, will sit 
at the table and testify more or less as ateam. Would each of you gen- 
tlemen like to identify yourself for the record ? 

Mr. Harpy. I think that you had better each be sworn. Do you, 
each of you, solemnly swear that the testimony that you shall give 
shall be the truth, the whole truth, and nothing but the truth, so help 
| you God? 


TESTIMONY OF W. ELMER HARBER, CHAIRMAN, BOARD OF DIREC- 
TORS; ACCOMPANIED BY WILLIAM A. DEVIN, JR., COUNSEL; 
.J. F. WILLIAMS, EXAMINER; FRANK T. RONAN, CHIEF, LOANS 
DIVISION; AND B. B. HOOD, ENGINEER, RECONSTRUCTION FI- 
NANCE CORPORATION 


Mr. Harser. I do. 

Mr. Devin. I do. 

Mr. Witur1aMs. I do. 

Mr. Ronan. I do. 

Mr. Hoop. I do. 

Mr. Casey. Mr. Williams, suppose you give us a brief summary of 
what the Lone Star Steel Co. is, where it is located, and the knowledge 
that you have of it. 

Mr. Wirt11aMs. The Lone Star Steel Co. was really brought into 
being back during the early part of the last war at which time pursuant 
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to the directive of the War Production Board the Defense Plant Cor. 
poration put in two Plancors, 763 and 1507. The big Plancor, 763, | 
believe, was the one that authorized the installation of a blast furnace, 
coking ovens, and related equipment, and the other Plancor was with 
reference to two coal mines up in Oklahoma that were a part of the 
project. 

Mr. Casrey. Where was the first plant located ? 

Mr. Wuu1AaMs. Daingerfield or Lone Star, Tex. That is right inthe 
heart of some 27,000 acres of iron-ore land, or land that has consid- 
erable minerals. It is relatively of a low content. There was a lot of 
discussion about whether or not a plant should be put in there at the 
time. 

I might also say that so far as the coal was concerned that it (Plan- 
cor 1507) also supplied coal for the Sheffield plant down at Houston, 
Tex. 

Mr. Casry. Who built the plant? 

Mr. Witur1aMs. The Defense Plant Corporation built these facili- 
ties at a total cost of something in excess of $30 million, around $31 
million. 

Mr. Casey. What was the relationship at that time vetween the 
Defense Plant Corporation and the Lone Star Steel Co. ? 

Mr. Wiuiu1ams. Really no relation. They were straight Plancors 
of the Government, put in there to get more metallics; that is to get 
more pig iron for the war effort. And they were just about completed 
at the time the war ended, but the blast furnace had not been blown in. 

Mr. Casey. Had not been what? 

Mr. Witu1aMs. Blown in. 

Mr. Casey. What does that mean? 

Mr. Wituiams. It means they had never been charged up and had 
not produced any pig iron, so that at the time the war ended it was not 
certain that with the low-grade iron ore you could make commercially 
usable pig iron. Anyway, the Defense Plant Corporation, pursuant 
to the usual procedure, declared these facilities surplus to War Assets 
Administration. 

Mr. Casry. Just before we get to that now, do I understand that 
they began the construction of this plant some time in 1941 or 1942? 

Mr. WiuuraMs. That is right. 

Mr. Casey. And that it was completed about 1945. 

Mr. Witurams. Well, it was not fully completed and in operation 
so that any metal came out of it for war purposes. It was never in 
actual operation during the war. 

Mr. Harpy. A brand new plant, never been operated at the time it 
was declared surplus? 

Mr. WituiaMs. That is right. 

Mr. Harpy. And you did not know whether it was going to func- 
tion or not? 

Mr. Wiiu1aMs. That is right. 

Mr. Harpy. You did not know whether you would be able to make, 
that is, actually make pig iron out of the kind of ore that you had 
there ? 

Mr. Witu1ams. That is right. 

Sn Harpy. So we spent how many million dollars building that 
plant? 
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Mr. Wit11aMs. Something over $30 million putting in plant with 
all of the facilities, the railroad connections and so forth, and the 
power dam and the power plant. 

And on the same premises there is a laboratory that the Navy has 
in which some $10 million has been invested. Cold blast and power 
and current for the,operation of the naval laboratory comes from 
that same plant. 

Mr. Casey. Does that $30 million include both plants? 

Mr. Witu1aMs. That is about the over-all aggregate investment of 
the Government in both Plancors, something over $31 million. 

Mr. Casey. What was the Lone Star Steel Co. doing—what was 
their relationship during their 4-year period / ; 

Mr. Wuu14Ms. They were to lease and operate the plant. 
Mr. Casry. So that since the plant never came into operation they 
really did not do anything until after the plant was declared surplus # 

Mr. Wriu1aMs. They did not have any experience in operating it, 
anyway. 

When it went surplus the War Assets Administration advertised 
the plant and went through all of the usual procedure and require- 
ments of that act of Congress with reference to the disposal of such 
facilities. 

Our investigation indicated that the best offer they had received 
was 214 or 3 million dollars, and that was not too firm. The Lone 
Star Steel Co. contracted to buy the facilities for $7,510,000, and the 
down payment was $1,504,000, with the balance on terms. I think they 
had maybe 10 years, but in that contract they had the privilege of 
anticipating payment. In the event they anticipated payment they 
were allowed $1,171,000 off of the purchase price. 

We were told the reason for the big discount was the fact that if 
they could have paid cash for it they could have bought it for about 
that much less money at the time they agreed to buy it on terms, but 
that was not the RFC’s angle at all. That is, we had nothing to do 
with what effort War Assets made, whether they got the best price 
or what price. 

I am just giving you the figures of the basis of the transaction be- 
tween the Lone Star Steel and War Assets. 

Mr. Harpy. Actually the RFC as such did not stand to lose the 
difference between the price on the sale price and the cost, anyway, 
because that was the Defense Plant Corporation, is that right ? 

Mr. Witu1aMs. Well, that is partially right. The Defense Plant 
a a oe however, was a wholly owned subsidiary of the RFC. 

Mr. Harpy. I understand that. 

Mr. Witurams. About one and the same. 

Mr. Harpy. At least, it had a separate corporate entity. 

Mr. Wittrams. That is right, sir. 

Of course, these people had to raise money in order to make this 
down payment, and I think they came into RFC for a million and a 
half dollar loan which was approved on June 27, 1947. 

As I say, the Lone Star Steel had to raise money to make this down 
payment to go through with the transaction with War Assets. In 
connection with that, they asked us for a million and a half dollar 
loan. This is to the best of my recollection. I think the file will 
bear it out. 
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Anyway, the RFC approved a loan for a million and a half on June 
27, 1947, but Lone Star Steel Co. was able to raise the funds from 
outside sources, so that authorization was canceled. We never made 
any disbursement. 

They sold, apparently, some $517,000 worth of stock and borrowed 
some money and made this down payment. They put the plant in 
operation; that is, blew in the blast furnace. They put in the bene- 
ficiation plant and charged up the blast furnace and put it in opera- 
tion and it is very successful. 

Mr. Casey. Can you give us the date on which they made the down 
payment ¢ 

Mr. Wit1aMs. It was on or about June 30, 1948, I think, that they 
actually made the down payment, because it looks like they were 
negotiating with us in June of 1947. We canceled out our authoriza- 
tion in March of 1948, because they had raised other funds, and I guess 
they got all of the papers together, and it was around June 1948 when 
they actually made the disbursement. But the plant was very suc- 
cessful; that is, they were able to beneficiate the low-grade iron ore 
and make commercially usable pig iron. And at that time it was in 
short supply. And they got a very good price for it. As a matter 
of fact, they made $5 million in earnings after they got the plant in 
operation. 

Mr. Casey. The first year? 

Mr. Wituiams. No; that was I think in 1948 and 1949. At first they 

‘aised money and m: ade the down payment and got the plant in opera- 
tion and made earnings and supplemented those with enough to make 
the final payment to the War Assets Administration and get the plant 
free and clear. Maybe in the process they temporarily borrowed some 
money from banks. 

Mr. Casey. Do you know that ? 

Mr. WituraMs. I could check. I am quite sure that they got short- 
term financing from three of the banks down there. 

And later on they converted this short-term financing into long- 
term debt, a 10-year debt of about $5 million, or $4,371,000, according 
to their statement here. 

Mr. Casey. That was the $4,300,000 that they borrowed from the 
three banks ? 

Mr. WititaMs. I think from the insurance companies in the perma- 
nent financing. 

If you add it up it looks like they had sold stock for about $5 million 
and made $5 million in earnings, so that so far as the equity is con- 
cerned, the Lone Star had about $10 million in this plant at the time 
this latest proposal was presented; that is, the proposal to borrow 
the $73 million to put in the finishing facilities for the plant. 

Mr. Casey. On the $5 million worth of stock that you say they sold, 
would you check that again? Our figures are that the stock they sold 
was only $2,306,000. 

Mr. Wirtu1AMs. Well, they show here for the period from April 8, 
1942, to December 31, 1946, sale of 51,700 shares of capital stock to 
approximately 430 stockholders, $517,000. 

For the period from January 1, 1947, to December 31, 1950, a sale 
of 1,948,300 shares to approximately 5,500 stockholders, $4,217,704. 
That is a total of close to $4,800,000. 
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Mr. Casey. That brings it up to December 1950 ? 

Mr. WutaiAMs. That is right. 

Mr. Casey. Go ahead. 

Mr. Wiiutams. Is that sufficient information for you from the 
standpoint of the past history on the background, getting down to the 
transaction that I think you are interested in discussing at the 
moment ¢ 

Mr. Casey. That is right; yes, sir. I want you to go back, however, 
to the original application for a loan from the Reconstruction Finance 
Corporation with respect to this expansion. 

Mr. WituiaMs. Well, they came in here and asked us for a loan of 
about $67,103,000. I think that was the amount of the loan they 
asked us for. 

After independent appraisals and checks by our engineering staff, 
considerable negotiations, the loan was finally approved for 
$34,000,000, provided they injected $22,000,000 of additional equity 
sapital. 

Mr. Casey. Will you give us the date of the application of that 
loan, the $67,000,000 ¢ 

Mr. Witu1aMs. I think it was July 5, 1949. 

Mr. Casry. What was the purpose of that loan; what did they want 
it for? 

Mr. Wit11aMs. They wanted it to prepare site footings, roadways, 
parking places, to put in these finishing facilities, to convert the pig 
iron into oil-well casings or oil-country goods. It is substantially the 
same transaction as they came in for here recently, except that in the 
meantime the cost of these facilities, by reason of increased cost of 
labor and material, is about $10 million. That is about the differ- 
ence in the projects. 

There were a few items that were deleted from the original trans- 
action to cut it down to about $63 million, something like that, so 
that the $68 million and the present request for $73 million does 
make about $10 million difference, but it is substantially the same 
proposal that they came in for subsequently and was recently ap- 
proved by the participating loans between the RFC and the delegate 
agency, the Commerce Department. 

Mr. Casry. What was the date of approval on the loan in the 
amount of $34 million conditioned on the $22 million of private 
funds? 

Mr. WititaMs. July 14, 1949. 

Mr. Casey. How long did they have to comply with the conditions 
set forth in that approval ? 

Mr. WinutraAMs. We usually give about 4 months. They had 6 months 
in this instance to make the first disbursement, 3 years to draw it all 
down. 

Mr. Casey. What is that? 

Mr. Witxi1aMms. Six months to get the first disbursement and 3 years 
to take the over-all amount. 

Mr. Casey. Was that 6-month period subsequently extended ? 

Mr. Wit1ams. Yes; we extended it. 

Mr. Casey. How long? 

Mr. Wrta1aMs. I think we gave them another 6-month period. 

Mr. Casry. The original 6 months would bring it to January 14, 
1950, and you gave them another 6 months to July 14, 1950; do not 
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your records show at some time it was extended so that they had until 
January 14, 1951? 

Mr. Wuu1ams. That is correct. 

Mr. Devin. That is correct. We first changed the 6 months to 12, 
and that date took it to January 14, 1951. 

Mr. Casey. Carry that forward, "Mr. Williams. 

Mr. Witu1aMs. Well, they did not meet the requirements. 

Of course, we never made the disbursement. 

Subsequently the question of the defense program became accentu- 
ated and they came in with the application for the $73 million as a 
defense loan, that is, under section 302 of the Defense Production 
Act of 1950. 

Mr. Casey. Mr. Williams, did someone in the RFC have some 
conversation at some time or other with the officials of the Lone Star 
Steel Co. with respect to their ability to raise this $22 million in 
private capital through the floating of a stock subscription ¢ 

Mr. Wiiurams. I am sure they discussed it with different ones of 
us in the RFC about raising the $22 million. They were going to 
raise some, I think, from the sale of stock; maybe try to get advances 
from some of the oil companies; they w ere going to make oil-country 
goods. I think they took the position that the $22 million was a little 
stiff and that it would be pretty hard to raise that kind of money, 

Mr. Casry. From the oil companies? 

Mr. WiuuiaMs. In fact, they were never able to raise it; at least, 
we never went through with the deal because they did not put up their 

art. 

Mr. Casey. Did they ever express themselves as being reluctant to 
accept financing from the oil companies because of the fear that the 
oil companies might gain control of the company ? 

Mr. Wit1ams. Well, that might have been implied. I do not recall 
specifically because they had the over-all question of raising equity 
capital and I think they were willing to sell stock all right, but they 
would not want to get all of the money from the oil companies and 
lose control, maybe. 

Mr. Casry. Do you have the Dallas examiner’s report in front of 
you? 

Mr. Wuui1ams. Yes, sir. Which loan are we talking about, the last 
one ¢ 

Mr. Casry. The first one, Mr. Williams. 

Mr. Wiriuiams. Yes, sir; I have that one. January 17, 1949. 

Mr. Casey. I do not believe we have it. 

Mr. Brewer. We do not have a copy of that. 

Mr. WruutaMs. Yes; I think I have that. 

Mr. Casey. Does that report indicate the feeling of the officials of 
the Lone Star Steel Co. with respect to raising this money through 
advances from oil companies ? 

Mr. Wuu1aMs. They gave us a letter from Mr. Adams of the First 
National Bank, one from Mr. Florence of the Republic National, one 
from Mr. Thornton of the Mercantile. And those more or less indi- 
cated that they could not raise the money through regular banking 
channels. 

Mr. Casey. We will come to that in a minute, but how about the oil 
companies ? 
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Mr. Witt1ams. Maybe we could go to something else while one of 
us reviewed this report to see about that. We can tell you everything 
that is in the report. 

The report is January 17, 1949, I believe. 

Mr. Harpy. If you cannot find it, let us get on with something else. 

Mr. Casey. All right. You mentioned that you had received let- 
ters from three banks indicating the inability of private institutions 
to furnish this financing. Would you give us the names of those banks 
again, please? 

Mr. Wuu1aMs. The First National Bank, the Republic National 
Bank, and the Mercantile National Bank, all of Dallas, Tex. 

Mr. Casey. Is there any relationship between those banks and the 
stockholders in the Lone Star Steel Co. ? 

Mr. Witi1ams. Well, Mr. Florence of the Republic National Bank, 
I think, is president or chairman—he is also chairman of the finance 
committee of the Lone Star Steel Co. He had I think $500 worth of 
stock, so far as our records indicated, that is, Mr. Fred Florence. Now, 
Mr. Adams, chairman of the board, I think he is retired now—he was 
formerly chairman of the board of the First National Bank, and was 
treasurer of the Lone Star Steel Co. I think it showed that he had 
$500 worth of stock. 

I do not believe Mr. Thornton had any stock or was connected. He 
is president of the Mercantile National. 

Their latest statement does show that Mr. Thornton is also a di- 
rector of the Lone Star Steel Co. 

Mr. Casry. How much stock did he have? 

Mr. Wix1aMs. I do not recall, sir. We thought that all of them 
had a very nominal amount; in other words, they should have had 
more money in it. 

Mr. Harpy. At least, it indicates that the stockholders of the Lone 
Star Steel selected capable people, regardless of the amount of stock 
that they held to manage the affairs of the corporation. 

Mr. WiuuraMs. That is right. They had high-class people in their 


t fields. 


Mr. Casey. And in the case of each of the banks that furnished these 
rt iy the officials of the banks were officials of the Lone Star Steel 

0. 

Mr. WiiuraMs. Yes; I think that is right, but I would not attach 
any significance to that fact; in other words, I am sure that their 
reputation was such that regardless of their connections they would 
not make statements about the availability of credit unless they were 
sure that it was not reasonably available on reasonable terms. 

Dallas Rupe & Son is an investment house down there, and I think 
we also got a statement from them to the effect that they thought it 
was unlikely that they could raise this kind of money through the 
investment field, through other than the bank credit. 

Mr. Casry. You have such a letter, you say ? 

Mr. Wrix1AMs. I am sure, at least I think we have a letter, but I 
am sure that that was discussed with the officials, that is, our agency 
discussed the possibility of raising this kind of capital through other 
sources than the bank credits. 

Mr. Casrry. Do you know the names of the principal stockholders in 
the Lone Star Steel Co.? 
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Mr. Wittt1aMs. I have the directors in their latest statement. 

Mr. Casey. Mr. Williams, suppose you carry it forward now. 

Mr. Harpy. Let me ask one question there. You say the RFC 
attempted to determine the possibility that the Lone Star Steel Co. 
secure the additional equity capital which you required. You had 
letters from the banks indicating that the banks would not provide 
the capital. Is that correct? 

Mr. Wua1aMs. I think maybe I am getting you confused a little bit. 
I was talking about the over-all transaction. I was not talking about 
the $22,000,000 of equity capital. 

Mr. Harpy. Let us talk about the $22,000,000. You said at least 
the Lone Star did not meet the contingency which the RFC had pre- 
scribed with respect to providing the extra $22,000,000 of equity 
capital, is that correct ? 

Mr. WiiiaMs. That is correct, sir. 

Mr. Harpy. Did the RFC at any time during the period which was 
allowed for the Lone Star Steel to comply make any study to deter- 
mine the probability that the Lone Star Steel would secure that ad- 
ditional capital ? 

Mr. WituiaMs. I do not think we made any study. It was my per- 
sonal opinion that they would have trouble raising that kind of equity 
capital and then were not able to raise it. They discussed it with 
us a lot of times—well, I know they made many trips around to dif- 
ferent oil companies with reference to getting advances or selling 
debentures and then also selling some stock. 

Mr. Harpy. Was it not true that some of their principal stock- 
holders were men of considerable means and perhaps were connected 
with some of the oil operations? 

Mr. Witu1aMs. That is true, sir. 

Mr. Harpy. Was it the thought of the RFC that the Lone Star 
Steel might be able to raise that capital through the then principal 
stockholders; did you suggest that? 

Mr. Wriutams. We did not limit it to the present stockholders. It 
suited us just as well if they had got the stock scattered in the sense 
of diversifying the holdings. We did not care who held it. The more 
the merrier, from our standpoint. 

Mr. Harpy. They did get a fairly wide distribution of the stock 
when they issued 1,948,000 shares, did they not ? 

Mr. Wiiu1aMs. That is right, sir. 

Mr. Harpy. So that their number of stockholders increased pretty 
largely. And when did that take place ? 

Mr. Witx1AMs. That took place between January 1947 and Decem- 
ber 1950. 

Mr. Harpy. That is not very definite. 

Mr. Witxrams. That is the best date I have, Mr. Chairman. 

Mr. Harpy. You had an original issue of 51,700 shares. When was 
that ? 

Mr. WitttaMs. That was over a pretty good period, April 8, 1942, 
to December 31, 1946. 

Mr. Harpy. You do not know then what, if any, part of the capital 
raised through the sale of the second block, the 1,948,000 shares— 
you do not know what, if any, part of that took place during this 
period which had been granted for the raising of the increased equity 
capital ? 
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Mr. Witt1aMs. No, sir; I could not give you the exact figures on 
that. I can get them for you. 

Mr. Ronan. I can answer that, I think. On January 17, 1949, 
they had 1,098,000 shares outstanding and 4,000 stockholders. 

Mr. Harpy. What date was that ? 

Mr. Ronan. January 17. 

Mr. Harpy. Of 1949? 

Mr. Ronan. Of 1949. 

Mr. Harpy. But your loan was approved on January 14, 1949. 

Mr. Wua1aMs. That is right. 

Mr. Harpy. The figure that they had in January 1949 does not 
mean anything toward what they did to comply with your loan con- 
tingency. 

Mr. Witx1ams. We would have to get you that information. 

Mr. Harpy. I do not know that it is particularly pertinent. I was 
trying to see if the RFC was following the developments in connection 
with the contingency which RFC had prescribed. . 

Mr. Witt1ams. I do not think we would take the position that we 
should keep in touch with them, and assist them in getting that 
financing. We thought that was their responsibility and that was 
one of our conditions, that they should raise that much more money. 

Mr. Harpy. Did they ever tell you in the course of that w aiting 
period, that interim period, how much additional they had paid in; 
did they ¢ 

Mr. Witu1aMs. I do not recall, sir, that they did. I think you will 
also find out that whereas they made pretty good profits in 1948 and 
the first part of 1949, that things tailed off and, as a matter of fact, 
they had to shut down production for a while, because the market 
dropped considerably on pig iron, and I believe about the time they 
were trying to raise the money from us to put in these finishing 
facilities it was predicated largely on the fact that they could hardly 
compete under normal times, just selling straight pig iron. 

Mr. Harpy. Let us get back to the question of what they were doing, 
what the chances were that they could raise this additional $22,000,000. 
Were you advised as to whether they had discussed the question of 
the stock issue with any investment concern 4 

Mr. WitutaMs. I do not recall specifically, but I am sure they made 
efforts to raise the money, and they told us they were having difficulties 
and they even might try to get the loan increased some. 

Mr. Harpy. What I am trying to get at is this. Maybe I can just 
put it very bluntly and dispose of this particular question in my 
mind. 

At the time that the defense production loans became available that 
is when the picture changed, did it not? 

Mr. Wiiu1aMs. I am sure that as soon as the defense production pic- 
ture came into being that they started to look toward that source for 
money, instead of try ing to raise the equity capital to make good on the 
loan we had approved. 

Mr. Harpy. At the time that those loans became available there was 
not much time Jeft before the expiration of your second extension of 
time in which they had to comply ? 


Mr. Wuu1aMs. That is right. 
Mr. Harpy. And I was trying to find out whether you knew at the 


time or approximately the time that the defense production loans be- 





264 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


came available what was the status of likelihood that they might he 
able to comply with your contingency ? 

Mr. Wiu1ams. I did not know definitely, but I think that when 
the defense picture began to shape up and legislation looked like 
money was going to be made available to help out the defense 
problem—— 

Mr. Harpy. The answer is that you do not know what their picture 
was at that time? 

Mr. Wix1aMs. No; not specifically, I do not. 

Mr. Harpy. Go ahead. 

Mr. Casey. When did they apply for a defense loan ? 

Mr. Witi1ams. November 27, 1950. 

Mr. Casry. November 27 ? 

Mr. Witu1AMs. I think that is right. 

Mr. Casry. What was the amount of that application ? 

Mr. Ronan. $82,400,000. 

Mr. Casey. How much of that $82 million is represented by facili- 
ties construction ? 

Mr. Ronan. Seventy - three - million - four - hundred - and - some- 
odd-thousand dollars. 

Mr. Casey. What was the rest of it ? 

Mr. Ronan. $4 million was for working capital and $5 million for 
debt retirement. 

Mr. Casey. Will you tell us the course that that loan application 
took in the RFC? 

Mr. Witx1aMs. Well, ultimately, it ended up that the RFC made 
a commitment to lend $50 million against a first mortgage on the 
present facilities together with all of the improvements and addi- 
tions acquired out of the proceeds of its loan and the Commerce loan, 
and our loan was predicated on their getting a loan of $23,425,000 
under the Defense Production Act of 1950. 

Mr. Harpy. The main consideration that you had was to protect 
the RFC loan by the loan of other taxpayers’ funds? 

Mr. WituiaMs. No, sir. They Mea a plant down there in being 
that we had an independent appraisal made of, and the depreciated 
reproduction cost of that plant was $55 million. 

Mr. Harpy. That may all be true, Mr. Williams, but essentially 
your requirements were the same that they were when the Lone Star 
Steel Co. came in and asked for a straight RFC loan. 

Mr. Wiu1aMs. There is this very great difference, that they already 
had the head end of the deal, they had the blast furnace, the power, 
the coking facilities, the 50 years of iron-ore property. They had two 
coal mines with 35 or 40 years of coal. They had all the raw materials. 
They had the front end of an integrated steel plant that is absolutely 
essential for any loans. 

Mr. Harpy. I follow you perfectly. It may be a perfectly good 
loan. There is no argument about that. So far as I know, it is, 
but my point is simply this, what is the difference in the net effect 
on the taxpayers of the United States as between combining this loan 
with an NPA or Defense Production loan and RFC making the entire 
loan if they had all of that stuff; why did not the RFC go ahead 
and grant the loan for the full amount ? 

Mr. Witi1ams. We have different rules that you have laid down 
for us than what you did under the Defense Production Act. 
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Mr. Harpy. I can understand why you would say, “Let us get some 
additional equity capital put in here to protect these funds that we 
are going to lend you,” but I do not see where it makes a great deal of 
difference, so far as the taxpayers are concerned if you say, “All right, 
you go over here and get it from the Defense Production and the RFC 
then will not have to show a loss if something should happen.” 

So we have the same protection that they had, so far as the RFC 
has a separate entity is concerned, although it is a governmental agency. 
We are going, at least, to let it appear that if a loss should arise, why 
then it is the Defense Production and not the RFC loan. 

Mr. Witu1aMs. From our standpoint I am sure we treated it as a 
Government loan. We know it is Government money for the whole 
$73 million. I think it will all be paid. However, we make loans 
that have to be so secured as to reasonably insure repayment. And 
ordinarily, the rule of thumb is a 50-50 deal. We put half and they 
put up half, plus working capital. 

It would not quite meet such specifications for us to make all of the 
loans, but I am sure we would not have made the $50 million loan, 
as we have not in other cases, even though Commerce put in the $23 
million, if there had not been a lot of equity, if there had not been a 
whole lot in the picture besides the $23 million that Commerce put in. 

Mr. Harpy. In other words, you are drawing a pretty fine line. At 
least, you want the RFC record to look good. I do not blame you for 
that. 

Mr. Witi1AMs. Yes, sir. 

Mr. Casey. What was the agency’s field examiner’s recommendation 
in this loan, Mr. Williams? 

Mr. Witu1aMs. There is a lot of money involved. There is a good big 
file here. It involves $73 million of yours and mine. So, if 1 seem to 
fumble around looking for the figures, I want you to know we have 
them. 

Mr. Ronan. The recommendation is $82 million as an NSRB loan. 

Mr. Casgy. And the agency manager is the chief of the office where 
the field examiner is located ; is that so? 

Mr. WitxtaMs. He said the agency manager. 

Mr. Casry. Oh, the agency manager. He recommended that the 
whole $82,425,000 be approved by the RFC as a loan to be made by 
the Defense Production Authority ? 

Mr. Ronan. No, sir. 

Mr. Casey. Is that true? 

Mr. Ronan. He recommended that the NSRB, or he suggested that 
the NSRB, consider it on the following conditions. It really was not 
a recommendation. 

Mr. Harpy. The same kind of recommendation that you would 
normally make to them; is it not ? 

Mr. Ronan. Insofar as it was for them to make the determination. 

Mr. Harpy. I understand that, but your fiscal agents, you say, “sug- 
ra or “recommended.” We will not split hairs as to which is 
which. 

Mr. Ronan. That is right. 

Mr. Casey. In other words, it was essentially approved as a loan to 
be made under section 302 of the Defense Production Act. 

Mr. Ronan. Yes. 
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Mr. Wiu1aMs. That is what the agency examiner recommended to 

make the whole loan out of Defense Production money. 

Mr. Casey. When did that picture change? 

Mr. Ronan. On January 2 is when it went to the Board, and at 
the time it was approved for $50 million as an RFC loan and $23 mil. 
lion—wait a minute; I am not sure about that. The recommendatioy 
was $50 million for the RFC and $32 million by the delegate agency, 

Mr. Harpy. What was the reason for splitting it up like that / 7 

Mr. Devin. May I attempt to try to answer that question? I agree 
that the total amount is the taxpayers’ money. Under the RFC Act, 
which is the only authority the RFC has to lend money, there is y 
statutory restriction that the loan must be so secured as reé asonably 
to insure repayment. 

Mr. Harpy. You are not answering my question. 

Mr. Devin. The reason we did not make the entire loan was be- 
cause-—— 

Mr. Harpy. You are way off the beam. The original recommenda- 
tion was that the entire loan be made by the NSRB. 

Mr. Devin. Yes, sir. 

Mr. Harpy. I asked a question as to why you split it up, and you 
are trying to tell me why the RFC did not make the entire loan. 

Your agency examiner recommended that it be done the other way. 

Mr. Devin. When the loan is sent into W ashington under the proce- 
dure, we see if we can make any part of that loan under our RFC 
authority. And, if we can, we do it. If we cannot, why, we send 
the whole loan over to the NSRB. or the Commerce in this case. 

Mr. Harpy. Of course, one effect of that is that it makes a less 
amount of impact upon the funds that are authorized to the DPA for 
making loans. So, you were conserving their funds by using yours. 

Mr. Devin. Under the Defense Production Act, as you know, there 
is the restriction, provided financing is not otherwise available on 
reasonable terms. That is the limitation on the funds. 

Mr. Harpy. I was trying to ascertain one fact. Your agency ex 
aminer recommended that the entire loan be a Defense Production 
loan; is that not correct. 

Mr. Devry. That.is right. 

Mr. Harpy. I wanted to find out why the RFC decided that it 
would take about two-thirds of it or a little less. 

Mr. Wiu1aMs. We felt like the $50 million against a first mortgage 
on the present facilities, with the additional funds they are putting in 
there, would be perfectly good and would meet all of the requirements 
of 4—A of our act. 

Mr. Harpy. That made you pretty secure? 

Mr. Wuu1aMs. That is right. 

Mr. Harpy. It did not jeopardize your position any, and at the 

same time it made it possible for the DPA to have an additional $5 
million in authorized funds that it could lend to somebody else. 

Mr. Wiu11aMs. That is right. The whole procedure that has been 


worked out with reference to these national-defense loans is that the 


application is filed on the regular NSRB form and we process them 
just like they were filed with us, so that if we can take all or any patt 


of it we do; and if we cannot, why, we send it over to the NSRB, be- 
cause they cannot lend any money if it is otherwise available on rea- 
sonable terms. And those that meet our requirements, why, we make 
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them; those that do not, we send them over for them to make the 
determination. 

Mr. Harpy. That straightens the picture out. 

Mr. Casey. It does put RFC in the position of taking the cream off 
of the top of the bottle in all of these loans; does it not ? Y 

Mr. Wii1aMs. You might put it that way. We hope they are good. 
We believe they are. That is, the ones we put our money in. 

Mr. Casey. The risky part of the loan you shift to the DPA; that 
is the effect of your participations to take the secured part, the part 
that is going to be paid back without much doubt, and to shift the 
rest of it to the NSRB? 

Mr. WixurAMs. I do not think we take a participation in any loan 
if we do not think over-all the whole loan is all O. K. When we take 
a partic ipation we think theirs is good, too. 

I do not think you will find that we have taken a participation in 
one where we would have the cream and we know they are going to 
take a loss. When we participate in it we believe it is good. for the 
whole works. 

Mr. Harpy. You are convinced of that; are you, Mr. Williams? 

Mr. Wuu1aMs. That is the way I operate. That is the way in the 
only two cases that I have recommended; that has been it. I was will- 
ing to recommend our part of it not only because I thought it was 
ood but because I thought the whole Government loan was good. 

Mr. Casry. Is it also a fact that the RFC part of the loan is not 
disbursed until last? 

Mr. Witutams. That is usually our procedure. We always make 
the other fellow put in his money first. 

Mr. Casry. Even the NSRB or the DPA part of it? 

Mr. WitutaMs. That is right. 

Mr. Casey. In other words, in this particular case there will be 
$9 repeae disbursed in addition to the $23 million disbursed by the 
DPA, or $32 million disbursed before the RFC pays out a penny ¢ 

Mr. Wi m11aMs. No. The w ay this loan is set up is that it is for a 
total of $73,425,000, of which we have $50 million and Commerce has 
$25,425,000. 

The first thing that happened was a firm commitment from the Lone 
Star Steel that they would put in $5 million more of equity money and 
do it within 120 days, I believe. 

Mr. Casey. Would that be paid out before your $50 million? 

Mr. WitiraMs. Yes, sir. I will explain ex: wetly. That was one of 
the conditions put in—$5 million of their own 100-percent-equity 
money. Then they had to get as good a commitment as they could 
from reputable banks that in the event they needed additional work- 
ing capital of not less than $4 million they would get a commitment 
to that effect. 

Mr. Casry. Was that to be a firm commitment ? 

Mr. WiuiiaMs. As firm as the bank could legally make. The next 
thing was that they did get the firm commitment for the equity stock. 
They did get a commitment that satisfied us and the delegate agency 
as to the $4 million of working capital. 

They gave us mortgages on the present facilities, and they took down 
$5 million. That is the first disbursement from the RFC out of the 
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$50 million. And we got a first mortgage with an after-acquired 
property clause. 

The next thing is that $10 million, and no more than that, can be 
disbursed out of the Commerce loan; so that the Government could 
only have $15 million against their present facilities, with a replace- 
ment cost of over $55 million before they actually sell the stock and 
raise the $5 million of additional equity capital, making a total of 
about $15 million of their own equity money in it. 

Then, when they raise this $5 million, they have to spend it on these 
facilities. Then we expend the rest of the Commerce loan. A fter 
that the RFC completes the facilities. And the balance of the loan 
is left for working capital. That is the way the loan is set up. 

Mr. Casey. Then actually the $23 million of the DPA money and 
the $5 million of private money: 

Mr. Wiiu1aMs. Has to be in there before. 

Mr. Casey. Has to be in before the RFC pays out anything? 

Mr. Wit11AMs. Before we pay out any more than the first $5 million 
against the first mortgage. You see, they had permanent financing, 
a long-term financing, of about $5 million, and that had to be paid 
off before we could get a first mortgage on the facilities. So that is 
the first disbursement that was made by the RFC to take over that 
long-term financing. 

Mr. Harpy. You did that ahead of the disbursement by the DPA! 

Mr. Wituiams. Yes, sir. That is the only disbursement that has 
been made so far to date. 

Mr. Harpy. Well, then, in this equity-capital proposition, the addi- 
tional $5 million, did you provide that had to be represented in actual 
investment, or did you also permit a private loan on there, like you 
did in the Hazleton Steel Corp. ? 

Mr. Witii1ams. We did not let anything happen in the Hazleton 
Steel. We had nothing to do with that. 

Mr. Harpy. We are talking about the Lone Star Steel now. 

Mr. Witur1aMs. That is right. 

Mr. Harpy. You are familiar with that situation? 

Mr. WituraMs. Yes. 

Mr. Harpy. It was permissible under that situation? 

Mr. Witui1aMs. Answering your question, this is actual equity stock. 
The present stockholders get the first shot at the additional stock, and 
if they do not subscribe at the agreed price then Dallas Rupe & Co. 
and two other underwriters have to take all that is left. 

Mr. Harpy. But it will be $5 million represented by capital stock! 

Mr. WiiuraMs. That is right. It will be equity capital in every 
sense of the word. 

Mr. Harpy. That clears that one up. 

Mr. Casey. Will this loan be adequate to build this plant? 

Mr. Wuu1aMs. According to the best estimates that we have been 
able to get. They went out and got quotations from a lot of reliable 
concerns. They have had estimates from the A. J. Boynton Co., an 
independent engineering outfit. As a matter of fact, I think this 
is one of the early actions under the defense program by reason of thie 
fact that they were already in business and had made about $1,600,000 
this year, after paying about the same amount of taxes to the Govern- 
ment. They anticipated a loan, maybe, and put in firm orders for 
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some of the electrical equipment; in other words, to the best of our 
information they ought to be able to get the plant in for what they 
have estimated, including amount for contingencies and so forth. 

We are prepared for a slight overrun and would not be too sur- 
prised with prices and wages being like they are, and nobody being 
able to tell when they are going on up. Percentagewise, you would 
have to say that there could be an overrun; but from what we know 
right now, they ought to be able to do the job for what we have ear- 
marked the money. 

Mr. Casey. What interest is being paid on this loan? 

Mr. WittiaMs. Five percent on the RFC portion and 414 percent 
on the NSRB portion. 

Mr. Casey. So that the RFC will recoup about 214 million dollars 
a year interest on this loan? 

Mr. Wuu1aMs. We are getting 414 percent straight interest on the 
note, and we are getting 14 percent service fee, which totals up to 5 
percent on $50 million, and that would be $2,500,000. Of course, they 
have only taken down $5 million, and it will probably be a year before 
they will get to the point of taking the other $45 million or the other 
part of the RFC loan down; so that they will only pay us interest on 
what they actually take down as they take it down, but they will pay 
us a commitment fee for the undisbursed balance like all of the other 
borrowers do. 

Mr. Casey. Do you know anything about the issuance of a certifi- 
cate of necessity in this case? 

Mr. Wiutu1ams. We know that a certificate of necessity was issued. 
We had a copy of it covering 85 percent of the cost of the facilities. 

Mr. Casry. Does the issuance of that certificate of necessity play 
some part in your consideration of the granting of this loan? 

Mr. Witt1ams. I would not say it plays any part with reference 
to the adequacy of the collateral and the over-all picture, but it does 
have scanativinds to do about whether they can make the payments in 
a 10-year period which is the limitation to which we can make a loan. 

It does give them more assurance that they could retire our portion 
of the loan within the period and not have a balloon payment, and 
so forth. 

Mr. Casey. Does your portion of the loan of $50,000000—is that 
repaid first before any part of the NSRB loan is repaid ¢ 

Mr. Witu1aMs. Yes, sir. 

Mr. Casey. And your loan extends for 10 years? 

Mr. Wuiu1aMs. That is right. 

Mr. Casgy. Is there any condition that the borrower actually take 
the tax amortization benefits that are inherent in this certificate of 
necessity ? 

Mr. WrixraMs. That is a requirement. I think the policy of the 
Commerce Department is that they shall take the maximum ad- 
vantage under the certificate of necessity. 

I think probably they figure that the sooner our loan is paid off 
the quicker they will have a preferred position or a first mortgage po- 
sition. Maybe that is one of the reasons. 

Mr. Harpy. Let me see if I understand that. 

Do I understand that they are supposed to reduce a loan in ac- 
cordance with this accelerated amortization ? 

Mr. Wirx1aMs. Yes, sir. 
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Mr. Harpy. They are not supposed then to disburse any dividends’ 

Mr. WituiaMs. They cannot pay any dividends or bonuses. We will 
keep the lid on it right tight. There won’t be any. 

Mr. Harpy. Is that provided for in your contract ? 

Mr. WitxiraMs. Yes, sir. 

Mr. Casey. Did you receive at some time from the Lone Star Stee! 
Co. some projection of their earnings, what they expected to earn 
with these new facilities ? 

Mr. Wittiams. Yes, sir. 

Mr. Casry. Do you have that before you there? 

Mr. Wittrams. Yes, sir. We have those estimates. 

Mr. Casey. I just want very general rough figures now. What net 
income before taxes do they expect that they might make ¢ 

Mr. Wituiams. With full capacity they estimate, that is, the inde- 
pendent engineers, Boynton estimated 15.162 million and on 85 per- 
cent capacity 11.681 million. 

Our engineers were a little more conservative. They figured the 
net before taxes, principal of debt, would be about $8.7 million, on 
full capacity, or $7.7 million on 85-percent capacity. 

Mr. Casry. Do you have some figures there by the company itself 
of 18 million 5? 

Mr. WitxtraMs. We have some figures from them, sir, about $18. 
500,000. I think that is what they figured would be the earnings on 
the basis of full capacity. 

Mr. Casey. How much of that 18 million 5 would be charged against 
the tax amortization certificate that they received under their own 
figures ? 

Do you not have a figure there for amortization under the certificate 
of $14,685,000? 

Mr. Wiit1aMs. I must not be looking at the same sheet you are, 
Mr. Casey. Have you got the page number there in which the report 
is? Have you got the page number in which the report is? 

Mr. Cassy. This is a summary that was taken off of your figures. 

Without waiting for it now would you verify that figure for the 
record, please ? 

Mr. WitutaMs. Yes, sir. Let us be sure exactly what you want. 

Mr. Casey. This is entitled, “Statement of amount available for 
annual payments on Reconstruction Finance Corporation loan based 
on forecast income for years succeeding completion of the steel plant. 
Net income before taxes, $18,525,000 and amortization on $73,425,000 
for 1 year on a 5-year basis of $14,685,040.” 

Mr. Witu1aMs. The tax would be about half of that then? 

Mr. Casey. Depending on the bracket that they fall in, you mean! 

Mr. Wiu1aMs. Yes. 

Mr. Casey. Well, is it not true that that $14,685,000 could be charged 
off against the 18 million 5 before any tax would be paid? 

Mr. WiiuraMs. That is right. 

Mr. Casey. What do you mean by the tax would be half of it? 

Mr. Hoop. Your income tax is approximately half of your profits. 

Mr. Harpy. If you take the 14 off of the 18, you have only got 4 
left. 

Mr. Hoop. So you are paying income tax on 4 instead of 18, The 
income tax is half of 14. That is a saving. 
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Mr. Harpy. Your income tax would be based on the 4 rather than 
on the 18, because you have got to take your amortization off. 

Now take your RFC figure, an estimate of 9.7, if you got a tax 
amortization of $14 million, then you would have no net income, is that 
right ? 

Mr. Harner. I think the earnings clause in this requirement, though, 
takes care of it. I think it is 80 percent of the earnings that must be 
paid on the indebtedness. 

Mr. Witu1ams. We have an 80 percent net earning clause. That 
has nothing to do with what we are talking about, I believe. 

Mr. Harpy. Maybe we are not talking about the same thing, but 
the thing I am trying to look at right at the moment is the effect of 
the tax amortization certificate, not particularly in terms of the Lone 
Star Steel Co., using that only as an illustration, but the point is this, 
that actually the RFC has estimated their income at a less figure than 
the accelerated amortization. 

Mr. Hoop. There would be no tax. 

Mr. Harpy. There would be no tax chargable to this operation, 
Is that correct ? 

Mr. Wuu1aMs. That is right, sir. 

Mr. Hoop. That is the purpose of that. 

Mr. Harpy. I want it understood that what we are doing here with 
this is that we are trying to use this as an illustration of the effect of 
combining these tax amortization certificates and these loans. 

Mr. Casey. Mr. Harber, I would like to ask you one or two questions, 
please. 

Do you have some background in the oil business in the Southwest ? 

Mr. Hareer. I have been in the oil fields for a great number of 
years and have had some experience in the oil fields. 

Mr. Casry. You know something about the practical aspects of this 
Joan and the financing under it, I mean other than your connection 
with the RFC? 

Mr. Harper. I believe I would. 

Mr. Casry. What do you think about this loan; is it a good loan? 

Mr. Harper. I believe it is; yes, sir. 

Mr. Casty. Mr. Williams testified that at some time during 1950 
prior to the outbreak of the Korean War that the market for pig 
iron slacked off a bit, which, of course, would interfere with the 
possibility of raising this money through private financing. What 
do you think of the possibility of raising this money through private 
financing after the outbreak of the Korean War? 

Mr. Harper. Well, I believe it would be pretty difficult to raise that 
much equity capital. 

Mr. Casey. How big a market would this Lone Star Steel Co. have 
geographically for their product ? 

Mr. Harper. Well, they have four or five States in there that would 
be close by, oil-producing States, Oklahoma, Texas, Louisiana, New 
Mexico, Arkansas. 

Mr. Casey. Is there a shortage of the products that they would be 
manufacturing at these new facilities ? 

Mr. Harper. Yes, sir. There has been for a number of years. 

Mr. Casey. These are oil tubular goods, are they ? 

Mr. Harner. Casings, tubings, rods. 
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Mr. Casry. Do you not think that some of the oil companies in 
these States would be willing to put up money to finance this plant 

Mr. Harper. Well, you might get them, probably, to do so, but you 
would not own the concern when you got through. 

Mr. Casry. You know the situation in the Hazelton case. Appar- 
ently some oil company was willing to put up an eighth of the money 
that was going into the plant. Is that some indication of how feasible 
a proposition would be to secure financing from oil companies in the 
Lone Star Steel case ? 

Mr. Harper. I do not know too much about that. I would not want 
to testify about what I think about that. 

Mr. Casey. You state that there has been a shortage of these prod- 
ucts for some time. 

It has been testified that the Lone Star Steel Co. secured an 85 
percent certificate of necessity. 

Can you give us your opinion as to the economic useful life of this 
facility after the 5-year period is over? 

Mr. Harper. I should say 15, 20 years—10 or 15 years, maybe longer. 

Mr. Casey. By that what do you mean exactly, should they be run- 
ning at full capacity or at a profitable rate for 15 or 20 years after 
the 5-year period is over? 

Mr. Harper. Of course, that is all contingent on the number of 
other steel plants that go into that that make the same kind of goods. 
Of course, there has been a definite shortage, and has been for 10 years 
in tubular goods. 

Mr. Harpy. At any rate, unless other steel plants go into that 
vicinity they would have a considerable geographic advantage, would 
they not? 

Mr. Harper. Yes, sir, they would. 

Mr. Harpy. From a competitive standpoint it still ought to be ina 
good position ? 

Mr. Harper. Yes, sir. 

Mr. WituiaMs. That is right. 

Mr. Harpy. Projecting this plant into the future after the acceler- 
ated amortization has practically written the plant off, you have got 
85 percent, and then I presume that they would be allowed a normal 
depreciation on the remainder which would bring it up, perhaps, to 
something in excess of 90 percent, at least, on this $73 million part 
that went into the plant expansion; then with your knowledge of the 
shortage of tubular goods and the fact that this plant would be 
located in a splendid position to compete and to distribute into the 
oil country, it is your feeling that this plant should be an economically 
profitable operation for a period of 15 or 20 years, is that correct ? 

Mr. Harper. I think so. 

Mr. Harpy. Maybe we are jumping the gun a little bit, but I notice 
that in connection with the certificate of necessity it has been deter- 
mined that 85 percent of it should be written off in 5 years. <A very 
interesting speculation is that if you are making an individual appli- 
cation, if you are applying the percentage of the certificate of necessity 
to an individual application, the question might arise as to the justi- 
fication for granting that high percentage. 

Mr. Hareer. I think the answer to that is that these people wil! 
be penalized after the 5 years. I think that is the answer to that. 
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Mr. Harpy. That assumes that they will be making money and 
that they will have to pay on a larger income, presumably. 

Mr. Harper. Yes, sir. 

Mr. Harpy. Of course, you are speculating, also, that the income 
tax rates will be as high 5 years from now as they are now. 

You are speculating also that there might be some profit differen- 
tial as between then and now. That may be. 

You are assuming that the competitive situation will be such that 
they will have to reduce the spread to take care of some of this in- 
creased amortization which they are now permitted. 

So we are dealing with a lot of imponderables in there. 

Mr. Witu1aMs. That is right. 

Mr. Casey. At any rate, if we assume that this plant will run full 
capacity for the next 5 years, the prospect is that about 90 percent 
of that plant will be written off against taxes that otherwise would be 
payable to the Federal Government. 

Mr. Harper. Yes, sir; that is correct. 

Mr. Harpy. And, further, that the plant in its present situation 
is paying a considerable amount of taxes, that is, income taxes, to the 
Federal Government, is it not ? 

Mr. Harper. Yes, sir. 

Mr. WiiuraMs. Yes, sir. 

Mr. Harpy. Under this procedure, assuming either your figures 
or estimated profits or the figures of the independent engineer, esti- 
mated profits, there will not be a dime’s worth of tax paid for the 
next 5 years so that actually we are reducing the income of the Fed- 
eral Government through this tie-in between the certificates of neces- 
sity and Federal loans? 

Mr. Harper. That is very true. 

Mr. Harpy. We are increasing taxes on the one hand and turning 
around and granting tax benefits on the other. And one is nullify- 
ing the other. 

Mr. Witx1aMs. We are paying for a lot of the plant with tax money 
all right. 

Mr. Casry. Do you have any opinion, Mr. Harber, as to the infla- 
tionary aspects of the situation where the Federal Government is 
putting the whole $73 million into these facilities and is covering it 
by a certificate of necessity, authorizing the amortization in a 5- 
year period, deductible against taxes ? 

Mr. Harper. I had not thought about it. It would, no doubt, be 
a little inflationary. 

Mr. Harpy. It will be $73 million worth of inflation, will it not? 
The fact of the matter is it will be 80-some million dollars, because 
under your testimony they could not raise the $22 million in private 
capital. So you could not advance the other $50 million which means 
that there are $72 million right there that otherwise would not have 
been spent and go into the inflationary picture. Isthat right? 

Mr. Harper. Correct. 

Mr. WiuuraMs. Right. 

Of course, I think maybe you should take this into consideration, 
that Iranian oil is being jeopardized. The middle eastern situation 
is not too good and probably in ruling that this was definitely an 
essentiality in the national defense—— 

Mr. Harpy. There is not any argument about that. 
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We are just looking at one side of the picture at the moment. We 
know there is another side of the picture. I am not discounting the 
need for the defense at all. The urgency of the need may well offset 
all of these other factors, but I am trying to develop the picture here 
of what is happening, because I do not believe many of us have stopped 
to think that the procedure we are following is not only inflationary, 
but it is serving to reduce the tax revenues of the Nation. 

Mr. Witu1aMs. That is right. I think that is correct. 

Mr. Hoop. It will reduce them temporarily. 

Mr. Harpy. It will reduce them for 5 years. And maybe we do not 
know whether it might reduce them after that, because, actually, if 
you get to that 5-year ending you may be in such a competitive situa- 
tion that none of these plants will be able to pay any taxes. If that is 
the case then we are in a fix. 

Mr. Casry. Which one of you gentlemen is a member of the review 
committee here in Washington ? 

Mr. Ronan. I am. 

Mr. Casry. Do you have the recommendation of the review com- 
mittee on this loan ? 

Mr. Ronan. Yes; I do. 

We recommended that the Board not change the present outstanding 
commitment which was $34 million if they would raise $22 million. 

Mr. Casey. What was your reason for that recommendation ? 

Mr. Ronan. Well, because in the first place they applied for $82 
million, 5 to pay debts and 4 for working capital, and the balance for 
the plant. 

The other one was that we questioned very much whether these 
people will be able to get competent operators after they get it finished. 

None of these men has had any steel experience, except the man 
running it, and they will have to have in the finishing facilities com- 
petent operators. They need them to open up a plant of this size that 
costs $82 million. 

The other one was that with a certificate of necessity we thought 
that private funds would come in. They were going in to other places. 
We had knowledge of the United States Steel and other people in- 
creasing their facilities. If you gave this same offer to some of those 
companies I wonder if they would take it, and not do it with their 
own funds. 

Mr. Casey. This particular plant is ideally located with respect to 
the facilities that they are proposing to construct ? 

Mr. Ronan. That is right. All of the information we had from 
our engineers and the other engineers is to the effect that the geo- 
graphic location is the best location in the United States, because they 
have all of the raw products right there. 

Mr. Casey. Is it the opinion of the review committee that an insuf- 
ficient attempt had been made to secure private financing after the 
outbreak of the Korean War, and in the light of the certificate of 
necessity and other circumstances that have transpired since July 
1950? 

Mr. Ronan. I would not say about the present owners, because I 
do not believe those owners have gone out and raised that money on 
their bid. Probably they could not float an issue today of stock and 
raise the money in a new company of this size. 
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Mr. Casry. Has Mr. Germany, the man that you referred to as hav- 
ing had some steel experience, had any experience in the type of pro- 
duction that this new facility would encompass? 

Mr. Ronan. No; but he has been running the blast furnace. That 
is all. 

Mr. Casey. This is a completely new undertaking, this expansion ? 

Mr. Ronan. That is right. 

Mr. Casry. I have no further questions. 

Mr. Harpy. Are there any questions from the committee ? 

Mr. Lantarr. I have no questions. 

Mr. Casey. That is all I have. 

Mr. Harpy. Thank you very much. 

Mr. Casey. Our next witness is Mr. Creedon. 

Mr. Harpy. Will you stand up and be sworn? Do you solemnly 
swear that the testimony you are about to give this committee will be 
the truth, the whole truth, and nothing but the truth, so help you God ¢ 

Mr. Crrepon. I do. 


TESTIMONY OF FRANK R. CREEDON, ASSISTANT ADMINISTRATOR, 
FACILITIES CONSTRUCTION BUREAU, NATIONAL PRODUCTION 
AUTHORITY 


Mr. Casry. And your position is what, Mr. Creedon ? 

Mr. Creepon. Assistant Administrator, NPA, in charge of Facilities 
and Construction Bureau. 

Mr. Casey. Would you give us a brief summary of your background, 


Mr. Creedon ¢ 

Mr. Creepon. A graduate of Massachusetts Institute of Technology. 
I have followed the engineering and construction business all of my 
life, specifically, in the last 11 years, came to Washington upon 
request in 1940 to take charge of the War Department program for 
construction of munitions and plants. Something over $4 billion. 

Then was requested by Mr. Jeffers to take charge of building the 
Government synthetic-rubber program. 

Then was requested by Stone Webster Engineering Corp. to take 
charge of their $410 million atomic-bomb plant at Oak Ridge, Tenn. 

Shortly thereafter was requested to become Federal Housing Expe- 
diter, which I was for a year and a half. 

Then requested to take charge of the design and construction for 
the General Electric Co. of the atomic-bomb plant at Hanford, Wash., 


F some $375 million. 


Then requested by General Harrison to help him out for 30 days. 
Mr. Casey. And when was that last request made, Mr. Creedon ? 
Mr. Creevon. Well, sometime in October or something. 

I make the point “requested.” 

I would also like to make another point. 

At the time that General Harrison requested me to do this I turned 
down two offers, both of which were over $50,000 a year, plus a living 
allowance to help out. 

I would also like to say in every one of these instances in the past 
ll years it was by request. 

In the past 11 years there were other things I preferred to do. 

I wish you to know that before you start beating me around. 
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Mr. Harpy. Well, now, Mr. Creedon, I think the committee appre. 
ciates that sort of a situation. I want to assure you that it is not the 
purpose of the committee to beat you around or anybody else. I do 
not believe that there is any instance in which we have taken unfair 
advantage of any cooperative witness or any other witness, for that 
matter. 

We appreciate your presence. I think you can anticipate the cour. 
tesy which is your due. The committee is going to anticipate coopera. 
tion on your part. 

_Mr. Creevon. They will get 100 percent cooperation from me. 
Mr. Harpy. That is fine. Now that we understand ourselves. 
Mr. Benver. I would like to make this comment to Mr. Creedon. 

I have great respect for him and his ability. I have known of his expe- 
rience and his work, but you know, Mr. Creedon, the taxpayers have 
taken an awful beating, and all you have to do is to know how to read 
English and understand that they have, on the basis of the testimony 
offered not only by the RFC, but by some of the other witnesses that 
have appeared before these committees. 

Our concern is to see to it that whenever the taxpayers have taken a 
beating that the public knows as much about it as possible. We have 
no desire to pillory you or anybody else. 

Mr. Harpy. All right, Mr. Casey. 

Mr. Casey. Mr. Creedon, in your official position, is it a part of your 
function to pass on both certificates of necessity and loan under the 
Defense Production Act? 

Mr. Creepon. I and my staff recommend in both instances. 

Mr. Casey. And did you have occasion to consider, first, the applica- 
tion for the certificate of necessity in the Lone Star Steel Co. case / 

Mr. Creepon. Yes, sir. 

Mr. Casey. Do you have any records that would indicate the date 
on which that application was filed ? 

Mr. Creepon. No; I believe—no; I do not have the date. 

Mr. Casey. Do you know when the certificate was granted ? 

Mr. Creepon. December 9. 

Mr. Casey. And was this one of the group of certificates that were 
issued about that time? 

Mr. Creepon. This was in the first group issued. 

Mr. Casey. Of 48 certificates that were issued ? 

Mr. Creepon. Whatever the number was, approximately that; yes. 

Mr. Casey. Can you give us in your own words something about the 
circumstances under which that group of certificates were issued at 
that time ? 

Mr. Creepon. You mean under which Lone Star was issued? 

Mr. Casey. I mean the whole group—how long had there been dur- 
ing which applications for certificates could be filed; for example, 
when was the first date on which they could be filed ? 

Mr. Creepon. I think the first certificate was filed October 30. 

Mr. Casgy. And as of December 9 a group of 48 applications for 
expansion in the steel industry were granted ? 

Mr. Creepon. I believe that is correct. 

Mr. Casey. And Lone Star Steel was one of them ? 

Mr. Crerpon. I believe that is correct. 
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Mr. Casty. Do you know what investigation or verification was 
made of the facts and circumstances contained in the applications for 
these certificates ? 

Mr. Crrepon. Well, I do know that the Industry Operations Bu- 
reau of NPA had been making careful studies of them and writing 
reports on them, and I also know that in each instance our people, 
myself and two other people, did nothing for 214 months, commencing 
with October 30 but look into such applications involving steel. 

Mr. Casey. And was there some pattern decided upon with respect 
to the issuance of certificates and the percentages to be fixed in the 
certificates ? 

Mr. Creepon. Yes, sir. 

Mr. Casey. Could you outline what that pattern was, Mr. Creedon ? 

Mr. Creepon. Yes. We broke our steel facilities into three basic 
categories. One would be the blast-furnace facility which produces 
pig iron. And in that same category we put ore and transportation 
facilities in connection with ore. 

In the second category we put steel ingots, that is, facilities to pro- 
duce steel ingots, the open hearths, and so forth. And also blooming 
and slabbing facilities. 

In another category, we put the finishing or the rolling facilities 
which made the shapes and the plates and the finished products. 

We felt that these should get varying percentages in that there was 
a greater shortage, relatively speaking, in the order in which I have 
listed them, and therefore, there was a greater incentive needed to 
get the facilities in the order that I have listed them. 

After considerable discussion and conferences on the point at 
highest level in NPA and also in NSRB, which was the DPA at the 
time, certain percentages were agreed upon for these three categories, 
namely, the first one, if you want to call it the pig iron and the ore and 
the transportation in connection with ore, and I do not mean boats, 
trackage, so to speak, that got an 85 percent figure. 

The second, which was the ingots and the blooming and the slab- 
bing or facilities closely connected with the production of ingots, 75 
percent. 

And the latter, the finishing facilities, 60 percent. 

Does that answer your question ? 

Mr. Casry. Yes; it does. 

Into what category does the Lone Star Steel Co. case fall? 

Mr. Creepon. The Lone Star is a split. It makes ingots and it 
makes finishing facilities, namely, pipe, so that it hits both. So we 
would take the dollars that are appropriate to each of those facilities 
and get, if you will, an appropriate weighted average percentage for 
the total dollars eligible in the proposed facilities. 

Mr. Casry. There must have been some other factor involved in this 
particular case, I guess, Mr. Creedon, because that falls within the 
75 percent and the 60 percent figure. 

Mr. Creepon. Yes. I believe from memory that the over-all came 
out at roughly 70 percent for this particular project. And then cer- 
tain additional percentage points were given to make a total of 85 
percent, all following discussion at the highest level of NPA and also 
NSRB, that is, with those people in NSRB charged with the respon- 
sibility for certificates of necessity. 
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This is not an isolated case where certain additional percentage 
points were given. Four or five tax-amortization certificates were 
given from broad memory. They were given for such reasons as this 
was more than the ordinary contribution and, therefore, merited 
additional percentage points. 

One, it was making a tremendous savings in transportation fa- 
cilities. 

I believe that it is demonstrated that it will save 75 percent in 
transportation facilities particularly freight cars which are terribly 
short, because the raw materials and the market are right there in 
Texas and the surrounding States. 

So for that reason we gave certain percentage points. I am only 
giving by memory now. 

Mr. Harpy. I would just like to ask you a question in that con- 
nection. So your basis for adding those points was not the ultimate 
value of the plant in a normal operation, but was rather the fact that 
it would reduce the need on transportation; is that right? 

Mr. Creepon. Well, both; in other words, there is not any question 
about the need and the immediate need for the product. And, there- 
fore, the immediate need for the facilities and the immediate need 
for saving in transportation facilities. There is no question about 
that. Nobody disputes that. 

Mr. Harpy. I am just trying to see how this ties in with the basic 
objective of tax amortization. First of all, it is to get new facilities 
built as needed. And the tax-amortization feature, though, is de- 
signed to protect those facilities when we get back to a period of 
normal operation; is that right? 

Mr. Creevon. It is basically to give the incentive to get the facilities 
under way now. 

Mr. Harpy. If it is an incentive proposition, here is a plant that was 
proposed and was designed in 1949. The incentive was there. The 
only thing that was lacking was the money; is that right? 

Mr. Creepon. Well, the tax-amortization certificate, surely, is very 
helpful—no question about that—in getting the plant constructed. 

Mr. Harpy. But my question along that line is this: the original 
loan to build this plant was approved in July of 1949. 

Mr. Creepon. I believe so. 

Mr. Harpy. So this plant had gotten past being in the minds of 
the Lone Star Corp. 

Mr. Creepon. Yes, sir. 

Mr. Harpy. It was projected as a normal need ? 

Mr. Creepon. Yes, sir; if you wish to; yes, sir. 

Mr. Harpy. Now the only reason that this plant was not started 
in 1949 was because the Lone Star was not able to raise equity capital 
required by the RFC. So how can you say that the increase in the 
percentage of depreciation allowance was an incentive to get the 
plant built? 

Mr. Creepon. I thought that the tax certificate not only in the Lone 
Star but in all facilities whose products are needed in the interest of 
defense is an incentive for the owner to get on and do the job. 

Mr. Harpy. I think that is undoubtedly one of the objectives but 
my point is simply this: Certainly there was no incentive needed here. 
The only thing that was needed in this case was money. And you 
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increased your percentage of amortization on the finishing part of 
this plant, ‘to give an extra incentive when there was not any incentive 
required ; is that ri zht, or is it not ? 

Ir. Crexvon. W ell, that is your way of construing it. I would 
not 

Mr. Harpy. If that is wrong, I would like to be corrected. I 
understood you to say 

Mr. Creepon. According to that philosophy a great many cer- 
tificates issued, they should not have been issued at all. 

Mr. Harpy. "That i is entirely possible. 

Mr. Creepon. I mean, aseceding to that philosophy which is not 
the intent of the act. 

Mr. Harpy. But did you not say a moment ago that your per- 
centage was increased in order to provide an incentive for the early 
operation of this plant? 

Mr. Creepon. Yes. 

Mr. Harpy. Well, now, it has just been demonstrated that so far 
as incentive to build the plant was concerned it was not required. 
The incentive was already there. The only thing that the ownership 
in this case needed was money and this plant w ‘ould have been built 
without any certificate of necessity for six amortization at all. Is that 
not correct 

Mr. Creevon. I do not know whether it would have been or not. 

Mr. Harpy. Well, I think that would be a logical assumption con- 
sidering the fact that since July 1949 they had been trying to raise 
money to try to build it. I am just trying to find out what is the 
real basis. 

I cannot go along with your observation that with respect to the 
finishing part of the plant, your rate of amortization was accelerated 
to provide an incentive. And if that was not the reason, then I would 
like to know what it was. 

Mr. Creepon. Well, the whole theory of the tax-amortization 
is to give tax certificates, if you will, to facilities which are to make 
production which is needed in the interests of national defense. And 
this is such a situation. 

Mr. Harpy. I think that really the basis on which that certificate 
of necessity for rapid tax amortization was passed was as an incentive 
to encourage the construction of these facilities. 

I believe, however, that your regulations with respect to the grant- 
ing of certificates give some indication, at least, that they will be 
considered on the individual merits. 

I just cannot bring myself to understand the basis on which it 
was determined with respect to this plant that an increase beyond that 
average which had been fixed by policy with respect to the finishing 
part of the plant—I cannot bring myself to understand why it was 
considered that had to be raised to provide an incentive to build this 
particular plant. 

Mr. Creevon. Well, it was felt that it would be of great assistance 
in making the payments under the loan. 

Mr. Harpy. That is a different consideration. 

Mr. Creevon. I am sorry I do not have the three reasons written 
in the recommendations which can be furnished to you. 

Mr. Harpy. You would agree with me, would you not, that insofar 
as this plant is concerned there really was not a need for an incentive? 
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Mr. Creepon. I think probably that that is true, the way you put 


it. 
Mr. Harpy. That is the only conclusion I can arrive at. 

Mr. Creepon. I do not wish to agree, however, that it is not eligible 
for a tax certificate under the law. 

Mr. Harpy. Well, no. 

Mr. Creepon. I do not want that impression to get out. 

Mr. Harpy. I do not want to give that impression, either. That is 
not our contention at all. We are trying, Mr. Creedon, primarily 
to see what is the effect of these certificates and how they are being 
applied. There is not any implication certainly in my part that there 
is anything illegal. Perhaps I am not in a position to say now that it 
is unwise. I am merely trying to find out what happened and why. 

I cannot for the life of me see where it could have been determined 
by anybody that a certificate for any percentage in connection with 
this particular plant was needed as an incentive to get the plant built. 
There may have been other impelling reasons, but I cannot see that 
the incentive reasoning applies to this plant at all. 

Mr. Creepon. I do not believe the law requires—I do not think that 
the law makes any difference as to granting a certificate of necessity 
for a proposed facility insofar as the incentive motive is concerned, so 
far asthe law isconcerned. I think that the law really deals with this: 
Is the proposed facility one that is needed and will make a product 
needed in the interests of national defense? And if so, then, ac- 
cording to the law the applicant is entitled to a certificate of necessity 
for tax amortization. And according to the Executive order that 
really we work under. 

Mr. Harpy. You will get no argument from me that this was not a 
needed facility. And certainly at the moment. 

Mr. Creepon. Are you questioning the 15 additional percentage 
points over and above the 

Mr. Harpy. Only at the moment. 

Mr. Creepon. The 70 percent ? 

Mr. Harpy. Only at the moment. I am raising a question as to 
why that was done. I do not think it was done from an incentive 
standpoint. I do not see how it could have been done from an incen- 
tive standpoint. 

Before we get through with these things we are going to concern 
ourselves with the basis for your 60 percent even. 

We are just trying to assemble all of the information, all of the 
facts we can. And the Lone Star Steel was not picked out because 
we thought anything was wrong with it. 

Mr. Creepon. I take it that in the concern with the 60 percent the 
committee is measuring its judgment against the judgment of the 
people who fixed the percentages. 

Mr. Harpy. We are not passing judgment. We are not saying that 
the 60 percent is right or is too high or too low. I do not expect that 
we will take any such position as that. 

We are trying to see what went into making up that 60 percent. At 
least, we will try to see about that, in order that we can get a picture 
of just what is happening under these certificates and what the total 
effect of them is. 

It is purely an objective study. And certainly at the moment I am 
not willing to say that the 60 percent is too high or too low or whether 
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it is right, but I want to know how it was arrived at. Before we get 
through I am going to want to know that. 

And in this particular case this was selected only to illustrate a par- 
ticular type of situation that exists in combination of loans and certi- 
ficates of necessity. We want to see what effect that is having on our 
tax structure and on our revenue as well as on the future. 

It seems to me I have gotten the impression somewhere in the course 
of these hearings that the figure fixed or adjusted was done in part to 
promote equality of treatment as between the individual applicants 
for certificates of necessity. Is that a criterion ? 

Mr. Creepon. That was a consideration in the adjustment. 

Mr. Harpy. Can you tell us on this increase, this 15-percent increase, 
if that was one of the considerations; can you tell us what any others 
might have been ? 

Mr. Creepon. I think one was because they were small business and 
to encourage them in that. In the steel business Lone Star is small 
business. And to give them additional encouragement. 

I will be very glad, if you do not have a copy of the three reasons 
which made up the additional percentage points, I can furnish that 
to this subcommittee right after lunch. I will be very happy to do so. 

Mr. Harpy. We would like very much to have it. I do not want 
you to get the understanding, the impression, that we are criticizing 
this particular transaction. We are not at the moment at all. We 
are merely trying to find out what is going on. 

(The information referred to is as follows :) 


LONE STAR STEEL Co. 
LONE STAR, TEX. 


Open-hearth shop, rolling mill, pipe-manufacturing plant, 350,000 tons per year 
steel tubular products. 

Cost: $74,425,000. 

Not started: No replacements. 


Certificate percentage 


Open-hearth furnaces, $16,712,900 at 75 percent $12, 534, 675 
Soaking pits and rolling mill, $27,506,848 at 75 percent 20, 630, 136 
Pipe mill, $29,205,453 at 60 percent 17, 523, 272 
Total, $73,425,201 at 69 percent. 


ADDITIONAL PERCENTAGE POINTS ALLOWED BECAUSE OF UNUSUAL CONDITIONS AND 
REASONS THEREFOR 


(1) Incentive for participation by small business. (Applicant is a small, non- 
integrated producer within the steel industry proposing to expand capacity and 
achieve partial integration of operations. ) 

(2) Incentive for promotion of competitive enterprise. (Applicant is now 
making steel products and has no corporate relationship with existing companies 
in the steel industry. ) 

(3) Alleviation of regional shortage. (Applicant will provide a significant 
increase in steel ingot and tubular steel capacity within a region which is a major 
consumer and in which requirements are greatly in excess of production; in 
addition, a large number of freight cars, in short supply, and presently engaged 
in transporting pipe and pig iron, will be released for other uses. ) 

(4) Assistance in effecting Federal loan assistance under title III, section 
302, of the National Defense Production Act. (Applicant has applied for a 
direct Federal loan.) Total, 16 percent. Total, $73,425,201 at 69 percent plus 
16=85 percent. 
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RECOMMENDATION 


It is recommended that a necessity certificate be issued on TA 38. Per cent, 85. 

Cost estimated by applicant as of date of application: $73,425,201, covering 
facilities described zt appendix A consisting of 196 pages and 1 drawing. 

Date: December 7, 1950. 


wilereenine giiiiibainety 
Director, Facilities Clearance Staff. 


Mr. Casty. While we are on the subject, however, it is true that 
certificates of necessity are issued under the Revenue Act of 1950. 

Mr. Creepon. That is right. 

Mr. Casey. And that the policy governing the issuance of certifi- 

cates of necessity has been formul: ited i in conjunction with the Defense 
Peuiduceicn Act of 1950. 

Mr. Creepon. That is right. 

Mr. Casey. And in determining whether or not a particular facility 
is eligible for a certificate of nec essity the first consideration is whether 
or not they are producing goods that will be necessary for national 
defense purposes. 

Mr. Crerepon. That is right. As we say, it is the product, the pro- 
posed product necessary in the interests of national defense. 

Mr. Casry. And then in the preliminary aspects of this study that 
went on prior to December 9, 1950, was some determination made that 
each application in this field, in these three separate parts of the 
steel industry, would ipso facto become eligible for certificates of 
necessity ¢ 

Mr. Crrevon. You mean, was a determination made as to whether 
in each of the particular applications the proposed product was 
deemed necessary in the interests of national defense? And two, in 
order to obtain said product it was necessary to build the proposed 
facilities? Yes. 

Mr. Casey. In fixing the percentage in each one of these three parts 
of the steel industry could you outline briefly what factors governed 
the fixing of those percentages ? 

Mr. Creepon. As I said, we had several meetings with people of 
higher authority than me in both the NPA and the DPA, in which we 
discussed the entire picture and came up with these particular per- 
centages for the categories which were outlined. 

Mr. Casey. Is that Mr. Symington ? 

Mr. Crrepon. If you want to get right down to it, you might call 
them arbitrarily percentages, because there are so many unknowns. 
We do not know what the economy is going to be. There are so many 
unknowns in this thing that there is no way of figuring a precise 
mathematical formula. 

Mr. Casey. First of all, there are not too many people in higher 
authority than you, in either the NPA or the NSRB, are there, “Mr. 
Creedon? 

Mr. Creepon. I thought there were before today; yes. 

Mr. Harpy. Tell us who they are. 

Mr. Creepon. Well, we discussed these with, I might say, Mr. 
McCoy. 

Mr. Harpy. He is not in higher authority, is he? 

Mr. Creepon. Equal. And with General Harrison and with Mr. 
Woodside who is in charge of the tax amortization for Mr. Stuart 
Symington. And I have reason to believe that Mr. Woodside dis- 
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cussed them with Mr. Stuart Symington who signed these certificates 
and issued these certificates. : 

Mr. Harpy. Mr. Symington, did he participate in any of the dis- 
cussions on this particular point that you know of? 

Mr. Creepon. Not on the broad, over-all fixing of percentages. Or. 
first, on how to attack the problem and, subsequently, on the actual 
fixing of the percentages. To my knowledge, no. 

Mr. Casey. Mr. Woodside, as I remember it, did not come into the 
picture until December 1, or did he participate in some of these dis- 
cussions prior to his actual taking office ? 

Mr. Creepon. No. I do not believe he participated in the discus- 
sions prior to his taking office. 

Mr. Casey. Then any discussions he took part in were from Decem- 
ber 1 to December 9, is that so? 

Mr. Creepon. If those—whenever he took office; yes, sir. 

Mr. Harpy. I would just like to check on this 60-percentage figure 
and the 85-percentage figure and the others that were selected, I believe 
one in-between. What was the reason for selecting a flat figure to be 
applicable to each of the three types of steel expansion ? 

Mr. Creepon. I think that one good reason is where conditions 
were the same to give equal treatment to all applicants. Do not think 
we have not had a rough time with applicants on the matter of per- 
centages on not only steel but lots of others, because they did not 
get a higher percentage. And one thing that has helped us is to be 
in a position to say under like situations and circumstances we gave 
applicants the same treatment. 

Mr. Harpy. It was essentially then an effort to promote equity as 
among people who would build plants? 

Mr. Creepon. That is right. 

Mr. Harpy. In that connection let me just make an assumption and 
see What happens to the question of equity. 

It has been pointed out in this particular case the loan application 
was approved in July of 1949. 

Let us assume that there might have been before the RFC a request 
for a loan from some other company at the same time. And both of 
them had been approved. 

The other company had met its conditions and had built its plant. 
It would not be eligible for any tax amortization loan, would it? I 
mean, tax amortization certificate. 

Mr. Creepon. I am sorry. You will have to repeat the latter part 
of the question. 

Mr. Harpy. Take this particular plant. Suppose they had been 
able to raise their money whtok the RFC had required and had started 
building that plant in July or August of 1949. They would not be 
eligible for any accelerated amortization ? 

Mr. Creepon. Yes, they would. 

Mr. Harpy. On what basis? 

Mr. Creepon. Under the executive order, that portion of the cost 
of the plant after January 1, 1950, is eligible for tax amortization. 

Mr. Harpy. To get the kind of an example that I want to get, then 
I would have to go back further. We would have to assume that it 
had been completed before January 1, 1950. 

Mr. Creepon. Then it would not be eligible. 

83530—51-—19 
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Mr. Harpy. It would not be eligible? 

Mr. Creepon. No. 

Mr. Harpy. I am asking you whether we wind up with an equitable 
situation. Undoubtedly plants perhaps not in connection with steel 
but in connection with other items for which accelerated amortization 
certificates are available, I suspect that we will find that we have had 
plants that did expand and got them completed just before January 1, 
1950. Now their competitors come along and get accelerated amortiza- 
tion. 

Mr, Creepon. That is in accordance with the law. 

Mr. Harpy. I understand that. 

Mr. Creepon. Yes. 

Mr. Harpy. We are talking about equity now. We still have not 
accomplished equity, have we? 

Mr. Creepon. I think we have done the best we could under the 
existing law. 

Mr. Casry. Mr. Creedon, the statute does attempt to determine and 
to delineate some criteria in connection with the fixing of certificates 
of necessity, does it not? 

Mr. Creepon. That is right. 

Mr. Casey. And do you have offhand the criteria that the statute 
itself specifies, the Revenue Act of 1950? 

Mr. Creepon. I do not have it with me, no. 

Mr. Casey. It does say that only such portion of the amount of the 
adjusted base of the facility constructed after December 31, 1949, shall 
be certified where it is found necessary in the interests of national 
defense during the emergency ? 

Mr. Creepon. That is right. 

Mr. Casey. And only such portion of such amount as such authority 
certifies attributable to defense purposes. 

Mr. Creepon. That is right. 

Mr. Casry. So that the statute itself attempts to outline certain 
criteria which will be followed in the issuance of certificates in the 
first instance, and in the fixing of the percentage in the second. 

Mr. Creepon. Yes, sir. 

Mr. Casey. And pursuant to the statute certain regulations have 
been issued, presumably to govern the fixing of the percentage and 
the certificates, as well as the issuance of the certificates? 

Mr. Creepon. The executive order of the President. 

Mr. Casey. I think it was issued by the NSRB governing certificates 
of necessity under the executive order—I am referring to that. 

Mr. Creepon. I see. In implementing it. 

Mr. Casry. Implementing the Executive order. 

Mr. Creepon. That is right. 

Mr. Casey. One of the factors to be considered in the fixing of the 
percentage, as I construe this regulation, is the economic usefulness of 
the facility after the 5-year period. 

Mr. Creevon. That is right. 

Mr. Casey. What other factors, assuming for example that the fa- 
cility is determined to be eligible for a certificate in the first place— 
what factors govern the fixing of the percentage itself other than the 
economic usefulness of the plant after the 5-year period ? 

Mr. Creepon. Well, I would say that the degree of incentive prob- 
ably would be another consideration. 
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Mr. Casry. Well, now, is it the policy to fix the percentage in the 
certificate in such amount as in the opinion of the NPA or the NSRB 
is necessary to attract that private capital into the defense picture? 

Mr. Creevon. Generally speaking, I would say “Yes.” : 

Mr. Casey. Is there any connection between the amount of amorti- 
zation that a plant owner is permitted to write off for tax purposes 
and what you might call a true business cost of that outfit doing busi- 
ness during that year ? 

Mr. Creevon. No, we base it all on what appears to be the profitable 
outlook after 5 years, plus, in our judgment, the incentive needed. 

Mr. Casey. Going back a little bit in the history of these certificates 
of necessity, were they originated some time in the early part of World 
War IT? 

Mr. Creepon. I believe so. 

Mr. Casgy. And do you know anything about the circumstances 
under which it was determined that these certificates of necessity 
would take the place of the determination by the Bureau of Internal 
Revenue for fixing amortization on war plants? 

Mr. Creepon. No, sir. I donot know. They gave 100 percent prob- 
ably in every case in World War II, just like that. 

Mr. Casry. Then you do not feel that in giving a percentage certifi- 
cate in 85 percent that that represents a finding that that plant has 
only got 15 percent economic usefulness after the 5-year emergency 
period is over? 

Mr. Creepon. If I could do that, I would not be here. I would be 
the wealthiest man in the world in charge of Wall Street. 

Mr. Casey. All I am asking is whether or not that is a finding. 

Mr. Creevon. You cannot reduce this thing to such precise arith- 
metic and forecast. You have got to exercise judgment. And in the 
case of the steel industry we set arbitrary percentages for various types 
of facilities. There is nobody that can forecast what is the outlook 
for the profitable use of these facilities down to that precise 5 years 
hence. I wish we could. 

Mr. Harpy. Do I understand that if that is what the law in the 
regulation requires, then they have imposed an impossible responsi- 
bility on the administrative branch ? 

Mr. Creepon. No. I think that we have got to exercise our best 
judgment. I do not think that it was the intent of the law that we 
get precisely to the percentage figures as counsel has stated it. We 
have got to exercise our judgment. If so, no certificates could be issued 
in many facilities, because nobody knows. 

Mr. Harpy. I certainly recognize that it is the judgment factor that 
has the play in here. 

Mr. Creepon. Certainly. 

Mr. Harpy. But is not the finding in effect that the judgment of 
those who pass on it, that is, this particular plant will be only 15 per- 
cent useful at the end of 5 years? 

Mr. Creepon. You are talking about steel plants. Because of the 
great unknown I could not say that we, therefore, have concluded- 
I cannot agree with the premise you draw. According to the theory 
of precision your premise and your conclusion do not follow. 

Mr. Harpy. I will not be able to argue engineering with you, but 
if I understand this thing correctly, when a percentage is fixed, it is 
determined to be that proper percentage based on judgment, is that 
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not, insofar as the language of the statute is concerned, supposed to 
represent the judgment of the people who approve that certificate ; 
in their judgment, who Semi it, is that not supposed to represent 
its usefulness at the end of the 5-year period insofar as they can see it! 

Mr. Creepon. Insofar as they can see, I think that would be; yes. 

Mr. Harpy. So that when you fix an 85 percent amortization cer- 
tificate, following the language of the law, you have, in effect, made 
a determination that in looking at the picture 5 years in advance, 
you consider that plant will be 15 percent useful at the end of the 5 
years. 

Mr: Creepvon. I cannot agree with that. I wish I could, but we 
are unable to predict a forecast with that precision. I know that you 
are trying to go backward and draw that conclusion, but I cannot 
allow myself to be pinned in that answer. No. 

Mr. Harpy. I would like to have you in your words say just what 
the 15 percent left over represents, because I am trying to figure it out 
under the act. It says taking into account the usefulness of the plant 
at the expiration of the accelerated taxes. I think the act contem- 
plates that the officials making the determination of the percentage 
of the certificate are clairvoyant, perhaps, but if I understand the 
statute correctly, the net effect is that it says you shall grant your 
certificate on this basis and you have got to estimate what the value, 
the usefulness of the plant is after the emergency. Is that not about 
what it says? 

Mr. Creepon. Yes. Of course, knowing that it is impossible to 
estimate. 

Mr. Harpy. I asked if you had an impossible act. 

Mr. Crerepon. No; I do not say we have an impossible act. To 
precisely fix percentages in, if you will, the steel industry, as I an- 
swered, if I could do that I would probably be the brightest person in 
America, or the biggest fool, I do not know which, but I think we are 
expected to use our judgment because I think notwithstanding the 
limitations of that act, so far as you get down to the fine points of 
arithmetic, we had a great serious obligation to get certificates issued 
to the steel plants to get steel plants under construction so that they 
would come into production. 

Mr. Harpy. We will have to adjourn soon. 

Mr. Benper. Mr. Creedon, you know, I did not take this job that 
I have here by request. I wanted it because I enjoy it. I have been 
requested to take other jobs at good pay. I have been in business 
some, too. 

I do not know anything about the steel business except that my 
constituents are burned up about it. In fact the last letter I opened 
from a constituent said, “How do you spell steel?” Do you under- 
stand ? 

And when I receive bundles of mail from my people back home 
wondering what this is all about here, and when they read about a 
steel company here that the taxpayers paid $30 million for sold to a 
private group for $6,340,000, then they come along and ask the Gov- 
ernment for a loan of 30 or 40 or 50 million dollars more in order to 
finance that project, they want to know what the score is. You can 
appreciate how Members of Congress feel. 

Mr. Creepon. Yes. 
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Mr. Benper. I have no quarrel with you, my friend. I have great 
respect for you, but when you lose patience with us, you can under- 
stand how our constituents lose patience with us, too. 

And so we are in the middle. We are trying to get off this hot seat. 

Mr. ‘wane Do any other members of the committee have anything 
to sa 

We: will have to adjourn for this morning. Does anyone have any 
questions before we break up ? 

Mr. SuHetrey. I cannot help but ask one question of Mr. Creedon. 
I want to clear up my own thinking based on one answer that he 
gave. I sort of got an impression that I hope I am wrong on. 

Do you not think, Mr. Creedon, that this committee has a perfect 
right to go into this situation with DPA or NPA and ask what the 
pr rocedure i is, what the background is? 

Mr. Creepon. Certainly. 

Mr. Suetiey. How certificates of necessity are granted and why ? 

Mr. Creepon. Certainly, certainly. I simply wish that the com- 
mittee would prepare a comprehensive list of questions that they 
wanted answered and we will get together the people in DPA and 
NPA and just as quickly as possible give you the full answers im- 


mediately to those questions, everything and anything you want. 
When you call us up Friday night at 5 o’clock and say, “Appear 
here at 10 o’clock Monday morning,” or call us up in other instances 
just before the hearing, it is kind of rough. It is kind of rough on 
the people in my organization who are pretty well worn out and so 


forth and so on. If it is information to pertinent questions that you 
want we will be very happy to either appear here in testimony—I will— 
and answer anything that I can to the extent that I can and gladly. 

Mr. Harpy. I want to make one observation. 

I dislike to interrupt you at this point, but before we opened the 
pe hearings on this particular subject of certificates of necessity 

I addressed a letter to General Harrison and I told him that we wanted 
to discuss this case and the Hazleton case specifically. I asked him 
to have available for us people who could testify on these cases. 

Now it cannot be stated that anybody in the executive department 
has not had ample notice that we wanted information on this particu- 
lar case that we are taking up this morning. That happened at least 
2 or 3 weeks ago. So there has been ample 1 notice as to that. 

Now as to the scheduling of the meeting, perhaps it is a little hasty 
for some of the people to be told on a F riday afternoon to appear be- 
fore a committee on Monday morning. You got your notice at the 
same time that the members of this committee got their notice, because 
we have to operate on a basis that when we can get a chance to sit we 
may do so. And while I sympathize with the people down in the 
agencies in connection with the demands that are made on them, we 
have some demands and some responsibilities that we have to fill, too. 

And if you have not had ample notice for this particular hearing, 
I am extremely sorry, but I think that you could answer the summons 
just as easily as the members of the committee could get here. 

The subcommittee will have to recess now to reconvene tomorrow 
morning. Mr. Casey will notify the appropriate people of the place 
and the people that will be needed. 

(Whereupon, at 12: 30 p. m., the subcommittee adjourned, to recon- 
vene on Tuesday, April 10, 1951, at 10 a. m.) 








INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVING GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 


FRIDAY, APRIL 20, 1951 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., in 
room 429, Old House Office Building, Representative Porter Hardy, 
Jr., presiding. 

Present: Representatives Hardy (presiding), Shelley, Lantaff, 
Riehlman, and Meader. 

Also present: Ralph E. Casey, counsel for the subcommittee. 

Mr. Harpy. Let the subcommittee come to order. 

At one of our sessions a short while ago Mr. Benjamin S. Dowd, 
president of the Hazleton Steel & Tubing Corp., requested an oppor- 
tunity to testify. He has since submitted a statement for the con- 
sideration of the subcommittee, and without objection it will be incor- 
porated in the record at this point. 

(The prepared statement submitted by Mr. Dowd is as follows:) 


STATEMENT OF BENJAMIN 8S. Dowp 


My name is Benjamin S. Dowd. I am president of Hazleton Steel & Tubing 
Corp. I desire to correct the erroneous statements which have been made about 
me and that corporation in the course of these hearings. 

Mr. Leyda asserted that the corporation’s application for necessity certificate 
and its loan application contained a misrepresentation in that it was stated that 
Bethlehem Steel Co. would be a source of pig iron. There had been three 
sources of pig iron mentioned by us. We could not get formal commitments until 
an order was placed. Bethlehem Steel was one of the sources mentioned. Mr. 
Stanley Slocum, Bethlehem’s representative for the Wilkes-Barre area, in which 
we are located, and I discussed possible needs of pig iron for this project last 
fall. I have placed large steel orders with Bethlehem over the years throug 
Mr. Slocum, Mr. Daniels, Mr. Smiley, and others, all of Bethlehem Steel. Mr. 
Slocum advised me that, although the pig-iron situation was tight, if we found 
we would require pig iron everything possible would be done to make this avail- 
able, as Bethlehem, he, and I had worked out tighter situations than this over 
the years. That was enough for me, and I am sure Mr. Leyda would have 
accepted this assurance under similar circumstances. Since our electric fur- 
naces are to be operated on substantially a 100-percent scrap charge, the 
availability of pig iron is no longer material. 

Mr. Leyda charged me with misstatements as to my directorship in Penn- 
sylvania Manufacturers Association. I was a director of the Pennsylvania 
Manufacturers Association, Luzerne County branch, from 1947 through October 
1950. This was confirmed by that organization on April 5 by telegraphic advice 
at my request. In response to a request, after the loan application had been 
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completed, for a complete historical report on myself from my birth to 1950, 
I dictated the data over the telephone to a stenographer. This was attached to 
the loan application, and I did not notice until Thursday, while Mr. Leyda was 
giving his testimony, that the words “Luzerne County branch” had been omitted 
after the words “Pennsylvania Manufacturers Association.” 

Mr. Harpy. Who is your first witness this morning? 

Mr. Casey. Mr. McCoy, did you have a supplementary statement 
that you would like to present to the subcommittee ? 

Mr. McCoy. Yes, sir; i do. 

Mr. Harpy. Come on up, Mr. McCoy. Mr. McCoy, I believe you 
havé been previously sworn, haven’t you ? 

Mr. McCoy. Yes, sir; I have. 

Mr. Harpy. Have a seat. 


FURTHER TESTIMONY OF H. B. McCOY, ASSISTANT ADMINISTRA- 
TOR, NATIONAL PRODUCTION AUTHORITY 


Mr. McCoy. Mr. Chairman, at the last time I appeared before this 
subcommittee two questions were asked which I could not answer at 
the time, and I now have the answers to those two questions, and with 
your permission I would like to read the statement. 

Mr. Harpy. Well, that is fine, Mr. McCoy. Just go ahead and 
proceed. 

Mr. McCoy. At the hearing on Thursday, April 5, you asked for 
certain informations which I said I would provide to the committee. 
You inquired (a) whether the recommendation of 48 amortization 
applications to the National Security Resources Board by the Na- 
tional Production Authority shortly before December 13, 1950, in- 
cluded all of the applications then pending for amortization of new 
steel expansion, and (6) which applications were reported unfavor- 
ably by the Iron and Steel Division of NPA. 

ccording to my records, the 48 cases recommended to NSRB 
included all but two of the steel expansion applications then pending 
in NPA. Both of these latter applications involved special policy 
questions which were not resolved until a later date; one savihied a 
substantial quantity of tin plate capacity, and the other, a purchase 
of existing facilities rather than the construction of a new plant. The 
48 cases included 32 applications for various steel expansion facilities 
and 16 applications involving refractories, largely for use in steel- 
making. 

All of the 48 applications had been assigned to the Iron and Steel 
Division for study. On 37 of these, favorable reports from that Divi- 
sion had already been submitted at the time of the conference on the 
steel expansion applications to which I referred in my testimony. 
Investigations indicating favorable action had already been completed 
w'th respect to eight other applications. 

Of the original 48 cases, 3 were eventually reported unfavorably by 
the Steel Division: Hazleton Steel & Tubing Corp., Hazleton, Pa 
Green River Steel Corp., Owensboro, Ky.; and West Virginia Steel & 
Manufacturing Co., Huntington, W. Va. The first two are new com- 
panies, the third is a small steel company which has been in business 
about 40 years. The estimated cost value of the proposed facilities 
for these three companies is about $18 million, out of a total of almost 
$500 million for the group of 48 recommended at that time. 
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It is necessary to recall that, in the period under review, a national 
emergency had just been declared and that, while our internal pro- 
cedures were necessarily still being developed and organized at this 
early stage of the program, there was a pressing and overwhelming 
need for getting steel expansion under way as rapidly as possible to 
meet defense needs. 

Virtually all of the applications in the initial group recommended 
to NSRB were from large and long-established firms in the steel in- 
dustry. Only a few applications were from independent producers 
and from those who wished to establish a new steel-making business. 
As required by the NSRB regulations relating to the issuance of 
certificates of necessity, it has been our consistent policy to encourage 
the development of new and small business enterprises in steel as in 
other industries. 

I should like, at this point, to underline for your attention the 
nature of the privilege involved in an amortization certificate. In 
and of itself, it involves no Government financing nor any commitment 
whatever as to Government financing. It simply permits a company, 
for income tax purposes, to charge off against its income during the 
first 5 years some of the depreciation on a new facility which would 
not normally be charged off until subsequent years. The effect of 
the charge-off is to reduce the company’s taxable income in the 5-year 
period by the difference between the amount permitted as accelerated 
depreciation and the amount which would have been permitted as nor- 
mal depreciation. 

Consequently, in order to be of value to the company and to make 
any difference to the Government so far as the deferral of tax revenues 
is concerned, the facilities must not only be operated successfully in 
the normal financial sense, but at a profit before taxes large enough 
to take up the increased amount of depreciation which is permitted 
by the certificate. Under these circumstances, and in view of the 
urgent need for steel expansion, it was our opinion that there was 
no practical reason from a tax standpoint for refusing the tax amorti- 
zation privilege to the independents and newcomers. Furthermore, in 
each of the three cases involving independents or newcomers on which, 
as previously stated, unfavorable reports were received from the 
Steel Division, the company—either at the time of filing of the ap- 
plication or subsequently—submitted information listing the ex- 
perienced personnel which would serve as the core of the management 
for the proposed facilities. 

I might add that in the issuance of these certificates, the regulations 
clearly provide that the Government may (1) cancel any necessity 
certificate where it has been obtained by fraud or misrepresentation, 
or (2) amend any certificate for sufficient cause. Thus, if material 
representations accepted in good faith turn out to be unfounded, full 
protection of the Government interest is provided. 

After reviewing these cases, I am still of the opinion that, aside from 
the question of possible misrepresentations—which we are studying 
carefuily—the reports of the Steel Division do not provide an adequate 
justification for denial of tax amortization certificates in these cases. 

I believe that our action was justified. It represented a sincere and 
conscientious effort on our part to discharge our responsibilities faith- 
fully and effectively in the national interest. 
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Mr. Harpy. Thank you, Mr. McCoy, for a very clear statement. It 
raises just one or two questions in my mind. 

Did I understand you to indicate that in the initial stages with 
respect to the granting of certificates of necessity, you did not require, 
did not feel it necessary to require evidence of experienced, capable 
management ? 

Mr. McCoy. The applications were filed and were examined. Where 
we felt on our examination that a good case had been made for the con- 
struction of a new facility, and where it appeared to us that the man- 
agement either had at that time as incorporated in their application 
or Were intending to provide competent technical personnel to either 
construct or operate the plant, we took that on good faith at the 
moment. 

Now, it is true we did investigate in some detail later either by my 
particular office or the Facilities Bureau did some time later investi- 
gate some of these cases more intensely with respect to certain aspects. 
I am speaking now of the original 48 cases where perhaps it was not 
possible to conduct all the detailed examination that was necessary at 
that time, but remember the great majority of the cases were from well- 
established companies who had been in the steel business a great many 
years and are presumed, of course, to have competent management. 

The smaller companies which I referred to here, two of them being 
new, had at least set forth in their application that they intended to 
acquire or did have to acquire necessary competent personnel, expe- 
rienced in steel-making. 

Mr. Harpy. So that where the application by a newly organized 
company indicated that they intended to acquire experienced person- 
nel, both technical and administrative, it was your policy to just take 
that on good faith and issue a certificate pending the selection of their 
personnel ? 

Mr. McCoy. I might point out that I believe in two of these three 
cases, one was an established plant, of course, the West Virginia Co.; 
the Green River was a new company whose proposal was submitted by 
a group of experienced technicians, operators and constructors of steel 

lants. 

; The Hazleton case was submitted by a group which had experience 
in business, that is, the actual proponents, but we understood from 
discussion with them prior to the issuance of the certificate that the 
necessary technical people, of course, would be hired wherever they 
were needed, and I would assume that in any case where a substantial 
investment is to be made in a facility, that the competent technical 
personnel would be secured and they are available. 

Mr. Harpy. Well, now, that would be an assumption which might 
have pretty good foundation if the sponsors of the business had sub- 
stantial investment of their own, but I do not know whether that 
assumption would hold up if the sponsors had very little at stake 
individually. 

Mr. McCoy. Well, of course, Mr. Chairman, I believe there is a little 
different approach in the case of the certificate for amortization and 
that of the loan. 

Mr. Harpy. I understand, but there is very little point in granting 
a certificate of accelerated tax amortization to a business that does not 
have too much promise of being successful ; is that right ? 
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Mr. McCoy. Well, as I pointed out, if they are unable to either con- 
struct or operate the plant, of course the certificate is of no value to 
them. 

Mr. Harpy. It is not of any value to them or to the Government, 
either. 

Mr. McCoy. That is quite true. The facility would not be built, 
but as far as the Government is concerned there would be no deferral 
of taxes involved in a facility that did not operate profitably or did 
not operate at all. 

Mr. Harpy. It might involve the use of a considerable amount of 
critical materials in the construction of an unsuccessful venture. 

Mr. McCoy. That is quite true, and the NPA is now considering the 
question of providing critical materials to new facilities in terms 
of the need for the facility and whether or not they might be success- 
ful, but there is that one point that amortization certificates granted 
to new enerprises, while it does not carry any assurance that the 
Government is going to help them secure materials or even provide 
them with materials to construct the plant, that these new facilities 
do make a drain on scarce materials. 

Mr. Harpy. That is right. The amount of material that goes into 
that plant takes it out from our total regardless of whether or not the 
Government has granted any priority or any assistance in the pro- 
curement of that material. 

Mr. McCoy. Of course, the amortization certificate is not a permit 
to build. 

Mr. Harpy. I understand that, Mr. McCoy, but from a practical 
standpoint where the Government once takes part in a projected enter- 
prise, it is unlikely that any other governmental agency will buck 
that particular proposition. For instance, the granting of a certifi- 
cate in itself is a stimulus, is it not, toward the granting of a loan? 

Mr. McCoy. I would not think so, Mr. Chairman. 

Mr. Harpy. Well, I think what little evidence we have had before 
us would seem to me to indicate that. The two sort of go hand in 
hand. Ina measure, one supports the other; is that not right? 

Mr. McCoy. My own personal view, the granting of a permission 
by the Government to amortize more rapidly than otherwise does not 
in any way commit the Government to make any loan to that facility 
at all, and I would think that the Government would consider the two 
things entirely different, that it might be a good thing in one case 
for the Government to help a facility with a loan and not desirable 
in another case. 

Mr. Harpy. Of course, the fact that a certificate for tax amortiza- 
tion has been granted puts the company in a better position to meet 
payments on its loans if a loan is granted; is that not correct ? 

Mr. McCoy. That is helpful, of course. The amortization does 
permit the company to pay back its loan, perhaps, in a shorter period 
than it would otherwise. 

Mr. Harpy. And is it not true also that some of the same personnel, 
Government personnel, that perform a service of background study 
and analyses in connection with the granting of certificates performs 
a similar function in connection with the granting of loans? 

Mr. McCoy. Yes; that is true. 

Mr. Harpy. So to say that you can completely disassociate one with 
the other to me seems to be a little difficult. 
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Mr. McOoy. I would say that in the case of the loan the Govern- 
ment is taking a financial interest, a direct financial interest involv- 
ing the use of public funds to put into the enterprise at the time the 
facility is being constructed. ‘That, to me, is quite a different matter 
than the tax amortization. 

Mr. Harpy. From a practical standpoint where the same people are 
considering the same plan from two aspects, one, the granting of a 
certificate for tax amortization, and the other, the granting of a loan, 
is it possible for an individual to completely disassociate the two in 
his mind when he is working on both of them ¢ 

Mr. McCoy. No; it isn’t, Mr. Chairman. The basis of granting 
amortization is the need for the facility in connection with our defense 
program. The decision with respect to a loan under section 302 of the 
Defense Production Act is also partly the need for the facility in 
connection with the defense program. 

Mr. Harpy. And the information assembled in connection with one 
is interlocking with the information necessary in connection with the 
other, is it not ? 

Mr. McCoy. It has to be, because fundamentally you are dealing 
with the economics of a particular facility. 

Mr. Harpy. So that when you have established data in support of a 
certificate of tax amortization, you have similarly established a con- 
siderable portion of the data which will be required in connection 
with the granting of a loan ? 

Mr. McCoy. That is true, but that is only a part of the considera- 
tion for the loan, Mr. Chairman, in my view. 

Mr. Harpy. That is only a part of it, and I recognize that you have 
a responsibility and presumably you are discharging that respon- 
sibility to consider each phase of this thing on its individual merits. 

Mr. McCoy. That is right. 

Mr. Harpy. But for the life of me I do not see how the same people 
handling these two functions can completely divorce their thinking 
on one from their thinking on the other. 

Mr. McCoy. Well, I do not think they do, Mr. Chairman, quite 
obviously, but the other factors involved in the loan 

Mr. Harpy. In other words, having considered a certificate for tax 
amortization, is it not virtually impossible to discard that and be com- 
pletely objective about a loan application ? 

Mr. McCoy. I think we have granted certificates and turned down 
loans ¢ 

Mr. Harpy. Can you name a case like that ? 

Mr. McCoy. I believe Mr. Creedon could answer that, but it is my 
impression we have done so. 

Mr. Harpy. I am going to ask Mr. Creedon that, I reckon. I be- 
lieve that it may be true that you have granted certificates, indicating 
at the time that they were granted that you would not grant a loan, and 
that subsequently and perhaps currently consideration of granting 
a loan on that particular facility is in process. Do you know whether 
such a situation exists ? 

Mr. McCoy. No; I do not at the moment, if I understand your ques- 
tion correctly, Mr. Chairman. 

Mr. Harpy. Well, I am getting off the track a little, but I am going 
to do it just to clear up this point. In the New England Steel case a 
certificate of necessity was granted; is that right ? 
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Mr. McCoy. Yes, sir. 

Mr. Harpy. Do you know whether in connection with that case 
there was any expressed or implied position on the part of NPA or 
NSRB that no loan would be granted on the plant ? 

Mr. McCoy. At the time the New England Steel case was under 
consideration for a certificate for amortization, there was no considera- 
tion given at that time toa loan. Asa matter of fact, I believe, as I 
recall the application, it is stated that Government funds, or it was 
not contemplated to request Government funds in connection with the 
financing. 

I do not recall that there was any discussion of whether any Gov- 
ernment loan would be made at that time, certainly not by the NPA 
group that I was associated with, the question of whether or not a 
Government loan would be made there was never discussed by us. _ 

Mr. Harpy. You had no knowledge that the question of a loan in 
connection with New England Steel was ever discussed at the time 
consideration was given to the certificate of necessity ¢ 

Mr. McCoy. I think there was some speculation, as I knew about it 
at the time the amortization was under consideration as to whether or 
not this enterprise would finally need some Government financing in 
order to get going, but I did not know of any facts about whether 
they intended, the enterprise intended, to come in for a Government 
loan or not. 

Mr. Harpy. Do you know whether there is an application for a loan 
in New England Steel at this time? 

Mr. McCoy. No, sir; I do not, I have not seen one. 

Mr. Harpy. That is all I am going to pursue on that. Any ques- 
tions ¢ 

Mr. Casey. Mr. McCoy, aside from the Government financing, you 
recognize, do you not, that the certificates of necessity are a very ap- 
propriate vehicle for the applicant to secure private financing / 

Mr. McCoy. Yes; I iactivehaay! it is quite an incentive to attract 
private financing because of the short amortization period. 

Mr. Casey. You recognize further that while the issuance of the 
certificate of necessity does not involve any direct Government financ- 
ing, that if the company makes excess profits over the 5-year period, 
the end result is that the certificate of necessity enables the company 
to retain moneys that otherwise would be paid into the Treasury as 
taxes ? 

Mr. McCoy. That is right. It is retaining of moneys that other- 
wise would have been paid for taxes, or if you will, a deferral of taxes 
until a later time. 

The theory, as I understand it, is it is more or less a deferral of 
taxes, and if the amortization is completed within the 5-year period, of 
course, the taxes obviously will be higher, assuming the company 
can continue to operate profitably, will be higher at the end of that 
period and that the Government eventually in theory does recover 
the full amount of the tax. 

Mr. Casey. Well, now, haven’t you left out a couple of assumptions 
that are very material, namely, that an excess-profits tax will still be 
in existence after the 5-year period, and that the rate of earnings of 
the company will still be as high after the 5-year emergency period 
as during the 5-year period ? 
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Mr. McCoy. That gets into complicated tax computations which I 
am not competent to discuss. If you will make the assumption, one, 
that there will be a continuation of excess-profits tax after the end of 
the 5-year period, and that the company continues to operate at a 
high level of profit, then that condition you mentioned would occur. 

Mr. Casry. If you make those assumptions, then you do have a 
deferral of taxes, but unless those assumptions are made, then the 
certificate enables the applicant to recoup during a period of high 
earnings and high tax rates, and pay taxes back on his plant later 
when the tax rate is lower and his earnings are lower. 

Mr. McCoy. That is right, and I think that is the intent of the law 
as we understand it. That is the kind of incentive we are providing, 
and if that secures the necessary expansion, then it is in the public 
interest to do it. 

Mr. Casey. And is it not true also that to the extent that these cer- 
tificates do enable the applicant to withhold moneys that otherwise 
would be paid in as taxes, that these certificates are in the nature 
of an indirect subsidy ? 

Mr. McCoy. Well, I do not consider it a subsidy, Mr. Casey. I have 
a feeling that the tax rates are going to be high, perhaps even higher 
at the end of 5 years, in which case there is not all the advantages 
that the company might accrue on another basis, but it is not really in 
my opinion a subsidy if you defer these taxes or permit this type of 
amortization. 

It is true that the Government does not collect a certain amount of 
taxes that it would get from this company during this 5-year period. 
That is not my idea of a subsidy. 

Mr. Harpy. It is a subsidy if you compare it to competitors. 

Mr. McCoy. Well, competitors whose facilities were started and 
who have the same amortization privileges, of course, are on an equal 
basis. Those who have been in business, of course, have been able to 
write their plants off in a preceding period. 

It probably does give some benefits of that kind competitively, and 
to that extent I think that is part of the concept of providing an 
incentive for stimulating new expansion. 

Mr. Harpy. The committee will not argue with you as to whether 
that is part of a concept. That is part of the thing that we are trying 
to figure out here, whether the original intent. of the legislation is in 
the best interest of the Government or whether it needs some 
modification. 

Mr. Casry. Mr. McCoy, you stated in your prepared statement here 
that you are studying carefully any possible misrepresentations that 
have been made on these applications for certificates. Can you elabo- 
rate a little bit on that? 

Mr. McCoy. One or two of the points brought up here with regard 
to the Hazleton case, we have some information now from Mr. Dowd, 
I believe, with regard to some alleged misstatements about his connec- 
tions. We are making every effort now to investigate every aspect 
of it, and we have referred the matter to our compliance people to 
ascertain if there has been any real misrepresentation in the applica- 
tion of any kind. 

Mr. Casry. Now, Mr. McCoy, looking back at the time that these 
48 applications were granted on December 9, don’t you feel that strict 
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accordance was not had with this provision of the regulations which 
defines the responsibilities of delegate agencies ? 

Mr. McCoy. You remember, Mr. Casey, that these applications 
had been received by us, had been under study in the Steel Division 
and elsewhere in NPA. ; 

I think we were satisfied then and we are now that proper investiga- 
tion was made of these cases, again remembering that most of them, 
except two or three small companies, two new companies particularly, 
that they were all from established steel companies that had been in 
business a long time, and we had access to their representatives who 
were here or were called here to go over the applications with us and 
to investigate and to inquire about any aspect of it about which we 
had any doubt, and I believe I have carried that out, the spirit of that. 

Perhaps I would say that today we are probably doing a more inten- 
sive investigation simply because we have more staff to do it with. 

Mr. Harpy. A question that would immediately arise in connection 
with your answer there, you said in your investigation you did not 
raise any doubts about any of the aspects of it prior to the granting 
of a certificate. 

Mr. McCoy. Well, those applications from established companies, 
Mr. Chairman, I do not think we had any doubt about—— 

Mr. Harpy. From the standpoint of experience, certainly you need 
not have any doubts there because you had a historical background. 
From the standpoint of the capabilities of the companies, perhaps you 
had a historical background. 

Mr. McCoy. That is true. 

Mr. Harpy. So I was thinking then primarily about the applica- 
tion for new companies, and I do not want to leave the impression 
that I favor a concentration of governmental assistance to the big 
companies. 

On the contrary, I would like to commend efforts toward spreading 
this thing out and giving to smaller companies and newcomers in the 
field every incentive that is proper, but I do think that we are going 
to have to safeguard the manner in which those incentives are pro- 
vided to newly established organizations. 

Mr. McCoy. Well, of the three companies, of course, West Virginia 
was a well-established company. The Green River Steel Corp., their 
application had been submitted by a very competent group of steel 
industry technicians. 

The Hazelton case was the one case not submitted by, shall we say, 
experienced people in that industry, although at least one or two, as 
I recall, of those people had had some experience over a period of 
years in the metalworking industry, but we felt that we could not 
discriminate against the smaller ones even though we had not inves- 
tigated every possible aspect. 

We were assured by them in consultation with them that if we had 
any doubts about the capabilities of management, that they would 
provide it. 

Mr. Harpy. You again come right back to the point that I stressed 
a moment ago, the use of this word “doubts,” che you had any 
doubts, and I think that raises the key to this whole question as to 
whether you properly scrutinized a situation and gave attention to 
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the facts you had before you concerning the capabilities of people 
involved. 

Now, I am not for an instant taking the position that Hazleton 
did not have or could not get qualified personnel to operate its business, 
but I do contend that you did not have evidence of it, or if you did 
have you haven’t given it to us. 

Mr. MoCoy. Mr. Chairman, we did not think we should hold up this 
new small company and not certify it along with the rest merely 
because they had not been able to demonstrate at the moment that 
they. had hired a group of technicians to do the job. 

Now, again, my statement was that if they did not or if, for any 
reason, they were misrepresenting or did not come through with their 
statements, we could withdraw the certificate and take appropriate 
action. 

Mr. Harpy. Having in mind the observations which you have just 
made in connection with the granting of a certificate of necessity, did 
you have those same considerations in mind when the loan was ap- 
proved, which was some considerable time later ? 

Mr. McCoy. Mr. Chairman, I did not have anything to do with the 
actual negotiations on the loan. 

Mr. Harpy. You did not have any part in the recommendation of 
the loan ? 

Mr. McCoy. No, sir. We made a report on the economic aspect of 
the facility, but the matter of dealing with the company for the loan 
on long terms was not my responsibility. 

Mr. Harpy. Then you do not know the extent to which the original 
certification which you made without the advice of certain people in 
your Iron and Steel Division—you do not know the extent. to which 
that certification—was given weight in the granting of the loan? 

Mr. McCoy. Well, Mr. Creedon, of course, can answer that. As I 
testified previously, the Iron and Steel Division’s report. on this case 
was known and delivered to the Facilities Bureau, and then our eco- 
nomic report on the facilities was given to the Facilities Bureau. 

Mr. Harpy. In reviewing your economic report that you sent along 
with your recommendation for the certificate of necessity, do you still 
consider that that was a reasonable basis for approval of the certifi- 
cate in that case ¢ 

Mr. McCoy. Yes; so far as the need for the facility is concerned, 
I do. 

Mr. Harpy. For that particular facility ? 

Mr. McCoy. Yes; for that particular facility. 

Mr. Lantarr. Mr. McCoy, what recommendations, if any, do you 
have for amending the Defense Production Act so as to insure con- 
tinued plant expansion in the fields of shortages with a minimum 
impact on the Government tax structure ? 

Mr. McCoy. Mr. Lantaff, I do not know whether I am qualified to 
answer that broad question. I could make one or two observations 
about the matter. 

The Defense Production Act itself provides three main incentives 
or three main avenues of Government aid: 

Encouragement and assistance in the expansion of production, the 
guaranteed loan system; direct Government loans; and purchase con- 
tracts, 
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Then the tax bill provided the accelerated amortization. 

Those four features seem to me to constitute very powerful incen- 
tives to private business if used properly to expand praduction, pro- 
duction facilities. 

I think it would be desirable to review what has been done already 
in that field either of direct Government loans, the long-term purchase 
contracts to take the output of new facilities, the amortization privi- 
leges that have been granted to date, and appraise what results we 
have now obtained from that in terms of new capacity that either has 
been put into effect or is in process of being constructed or is projected 
on the basis of those types of governmental aids, and how much in 
effect it is costing the Government to do that in terms of perhaps 
somewhat higher payments in connection with contracts to purchase 
materials, deferral of taxes in the case of amortization privileges, and 
the loan features of those provisions. 

I have a feeling that we have done a great deal with those types of 
governmental encouragement to private initiative to expand our fa- 
cilities, and that if they seem reasonable at the present time in terms 
of what has already been accomplished, that we might continue them 
either in present form or modified form, which would insure that 
private industry will go ahead with the necessary expansion and not 
require the Government to go into the building of facilities itself, as 
it did during the last war. 

Mr. Harvy. If the gentleman will yield for just a question on that 
point, what you have accomplished up to the present time in the way 
of encouragement of private business has been reflected in large per- 
centage, has it not, by expansion on the part of big business and very 
little on the part of small business ? 

Mr. McCoy. No, sir, I would not subscribe to that theory. I would 
want to review more than I have everything that has been done in this 
field, our own intentions in NPA with respect to amortization, and 
while I cannot speak for loans, particularly since that is not my re- 
sponsibility, to give the same encouragement to small business. 

We need to have smaller enterprises, new small enterprises in every 
field including steel where it is very difficult for a small enterprise to 
get into this field, and they can only get in in the case of these that 
we have certified where they use the electric furnace type of steel 
making which requires the lowest capital investment I believe of any 
new facility. 

Mr. Harpy. Well, my observation was based purely on your original 
testimony, and did you not indicate that of the 48 certificates origi- 
nally granted in December, only about 3 of them were so-called small 
business ¢ 

Mr. McCoy. Well, of the 48 at that time, Mr. Chairman. Of course 
there has been others issued since then, and while I do not have the 
exact figures—and if you would like them we can compute them for 
you to give you a distribution of the amortization that has been pro- 
vided say in steel or in chemicals or in other industries and between 
large and small firms—— 

Mr. Harpy. I do not believe it is necessary to get into that. Do you 
have something else, Mr. Lantaff? 

Mr. Lantarr. I have just one more question. On these long-term 
purchase contracts, are those executed by various agencies or are they 
centralized in one agency ? 

83530—51——20 
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Mr. McCoy. As I understand it, the Defense Production Adminis- 
tration has the authority to approve contracts of that nature, and [| 
believe that quite a few of them are carried out by the Department of 
the Interior in connection with mining, the development of new 
mineral resources and the output of nonferrous metals, and in several 
others, but the Defense Production Administration, as I understand 
it, has the authority to supervise and grant and authorize that type 
of procurement. 

Mr. Lantarr. And the only thing that you handle in the NPA is 
the direct loans and tax amortization certificates; is that right? 

Mr. McCoy. Those are the two main things we handle in that field; 
yes, sir. We make recommendations, however, Mr. Lantaff, with 
respect to purchase programs where we feel that such procedures 
might result in increased production of materials in short supply, 
because we are required to make the estimates on the requirements 
that are needed in connection with production programs, and we have 
made, I believe, a number of recommendations to DPA where we felt 
that there appeared to be opportunities for expanding production 
through the various devices that they can authorize. 

Mr. Lantrarr. From the standpoint of steel, do you feel that through 
the certificates that have been granted so far, and the encouragement 
which has been given to that industry, that the desired amount of 
steel will be produced in the United States to meet current needs? 

Mr. McCoy. It appears so at the moment. However, we are now 
studying the requirements for steel, restudying the matter to ascertain 
whether we have achieved a proper balance in these new facilities as 
between basic metallics, steel production and finishing, and what our 
few requirements may be both for defense and for other purposes in 
view of perhaps better information we now have about the total 
requirements for our defense efforts. 

Mr. Harpy. Anything else, Mr. Lantaff? 

Mr. Lantrarr. That is all. 

Mr. Harpy. Any other questions? Thank you very much, Mr. Mc- 
Coy. We appreciate your coming. 

Mr. Casey. Mr. Creedon. ; 

Mr. Creedon, you can bring with you, if you want to, the people 
that might be needed here. 


FURTHER TESTIMONY OF FRANK R. CREEDON, ASSISTANT ADMIN- 
ISTRATOR, FACILITIES CONSTRUCTION BUREAU, NATIONAL 
PRODUCTION AUTHORITY; ACCOMPANIED BY ARTHUR J. 
BULGER, DEPUTY ASSISTANT ADMINISTRATOR; HARVEY M. 
HARPER, DIRECTOR, LOAN DIVISION, FACILITIES CONSTRUCTION 
BUREAU ; JAMES LYNN, EXAMINER, LOAN DIVISION, FACILITIES 
CONSTRUCTION BUREAU; WILLIAM DAVLIN, ASSISTANT TO THE 
ASSISTANT ADMINISTRATOR; AND JESSE FRIEDMAN, NATIONAL 
PRODUCTION AUTHORITY 


(Having been duly sworn by Mr. Hardy.) 

Mr. Casey. Mr. Creedon, in the case of the Green River Steel Corp., 
going back to the testimony that we had at the last open hearing, in 
reviewing the transcript I believe that we may have had some mis- 
understanding concerning the procedure in fixing the percentage in 
these certificates. 
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I believe I asked whether or not in the case, for example, of the 
Lone Star Steel Corp. or the Hazleton Steel Corp. the 15 percent that 
is left over after you fix a percentage of 85 percent represents a 
determination that after the 5-year period the economic useful life 
of that facility would be but 15 percent. Your answer to that question 
indicated that it was impossible to er termine with any preciseness 
what the economically useful life of a facility would be after 5 
years. 

Mr. Creepon. Yes, sir. 

Mr. Casry. But I do not really believe that that is a responsive an- 
swer to my question in the sense that I really want to know without 
regard to the accuracy whether that is the controlling factor in fixing 
the percentage. 

Mr. Creepon. I should say that it is largely the control; namely, 
what is in our best judgment our estimate of the profitable useful- 
ness of the facility after the emergency period. I do appreciate that 
it is impossible to do that with mathematical precision. 

Mr. Casey. Is it not true, Mr. Creedon, that in the fixing of these 
percentages—I believe you already testified—that it was more or less 
an arbitrary figure in the case at least of these steel certificates. Is 
it not true that what you really did was to fix a percentage which 
would attract the expansion that you previously determined was 
necessary for national defense ? 

Mr. Creepon. That, of course, in the case of steel might be con- 
sidered certainly an objective. In the case of steel we knew that the 
expansion or the increase in tonnage required would be greatly in 
excess of what normally would obtain. Specifically we felt that the 
difference would be summed up thus: That we were striving to get 
a tonnage of ingot capacity in 1954 that normally would not be ob- 
tained until roughly something like 1968, so we appreciated that in 
view of the previous history of the steel business which has been one 
of considerable periods of considerable idle capacity, that there would 
of necessity be expected with that abnormal expansion getting some 
12 years ahead of itself, periods of considerable idle capacity in 
the future. 

I think that we computed the ratio of what would be the normal 
expansion in 1954, which was our objective, compared to what was re- 
quired expansion, and came out with the result which gave us basis 
for approximately a 75-percent figure. 

Mr. Casey. In other words, you feel there is a direct connection 
between the two factors that I mentioned; namely, one, the economic 
useful life af a facility after the 5-year per riod, and the amount of tax 
benefit necessary to induce expansion at the present time. 

Mr. Creepon. Yes, sir. 

Mr. Casry. Now, was any reliance placed in the fixing of the per- 
centages in the steel industry upon the experience of certificates of 
necsessity and steel expansion during World War IT? 

Mr. Creepon. No, sir. 

Mr. Casry. Was any study ever made of the result of these cer- 
tificates issued to the steel industry during World War IT? 

Mr. Creepon. Not by me or my staff; no, sir. 

Mr. Casey. Is it not true that certific rates of necessity were orig- 
inally designed to cover the economic depreciation of the facility 


* 
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during a 5-year period as distinguished from the physical depre- 
ciation ? 

Mr. Creepon. I believe that is correct; yes, sir. 

Mr. Casry. So that essentially we can construe the percentages 
granted in all these certificates as representing the best judgment 
of the people administering this program as to what will be left of 
the economic life of the facility after the 5-year period ? 

Mr. Creepvon. I would say “Yes.” 

Mr. Casey. So that in the case of freight cars where the percentage 
has been fixed at 80 percent, and the case of Great Lakes freighters 
where the percentage has been fixed between 80 and 90 percent, we 

an construe those percentages as representing a determination by 
the Administrator that there will only be 20 percent of economic life 
in that facility after a 5-year period ? 

Mr. Creepon. Of course, you appreciate in those two categories that 
the people who handled them should properly comment on them as 
we do not know, Mr. Casey. 

Mr. Casey. Yes. 

Mr. Harpy. But applying the rule that you apply in reaching your 
determinations, that would be a correct statement of a general objec- 
tive; is that right? 

Mr. Creepon. In general, I believe that is correct. 

Mr. Casey. In fact, that is the only proper way under the law and 
regulations as they now stand to fix the percentage in the certificate ; 
is that not so, Mr. Creedon ? 

Mr. Creepon. I think we have to give some credit to the portion for 
the emergency period which would not come by 1954. 

Mr. Casey. I do not know that I understand that. Didn’t you pre- 
viously testify that there was a direct connection between the inducing 
of that expansion now and the economic life afterward ? 

Mr. Creepon. Yes, sir. 

Mr. Casey. And that actually the only proper way to fix that per- 
centage is with regard to the economic life of the facility afterward. 
That in turn might be governed by the degree of expansion that you 
are getting now. 

Mr. Creepon. Of course it does have—one affects the other, surely. 

Mr. Casey. Let me also ask you, Mr. Creedon, as a general proposi- 
tion you are familiar with the National Industrial Reserve Act of 
1948¢% 

Mr. Creepon. Yes;I believeIam. You mean where there are facil- 
ities which are in standby and owned by the Government or facilities 
which have been sold or leased with Government stipulation that 
they may be taken back by the Government ? 

Mr. Casey. That is right, in time of national emergency. 

Mr. Creepon. Yes, sir. 

Mr. Casry. Could you describe for us what procedures have been 
adopted by your office to insure that the Government recovers the use 
of these facilities which are in our national industrial reserve before 
any certificates are granted to authorize the construction or expan- 
sion of facilities in that same field ? 

Mr. Crerpon. Of course these facilities are ones that would be used 
solely to make a military product. Now the services, the Air Force, 
the Army and the Navy and the Munitions Board have people con- 
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stantly visiting our office, and to that end they are examining the 
applications as they come in, the object being to select those that the 
believe their service has an interest in, which they in turn take bac 
to the headquarters in the Pentagon, and the service, if they have 
an interest in it, endorses it, the endorsement being generally one 
that the product called for in the proposed facility is needed by this 
service in the prosecution of their end of the defense effort, and two, 
to obtain the product in the quantity and the time it is necessary to 
construct the proposed facility. 

Well, right there it is their responsibility and they have, in fact, 
it is my understanding, been checking to see that there are not any 
of these facilities in the national industrial situation which could be 
utilized in lieu of building the facility. 

As a matter of fact, I was apprised that you would discuss this, and 
I brought a letter which is from the Munitions Board which is an 
action of theirs to that end. If you would like it, I would be glad to 
give it to you. 

Mr. Harpy. I believe we would like to have that, Mr. Creedon. We 
would like to get as complete a picture as we can concerning what 
action is being taken by all the Federal agencies to utilize the facilities 
in the national industrial reserve in lieu of constructing new and 
possibly duplicating facilities. 

I take it from your comments on this subject that your office does 
not concern itself directly with the facilities in the reserve, but depends 
on the Munitions Board to certify that these facilities are needed and 
that the reserve does not contain facilities than can be used in place 
of the ones to be built. 

Mr. Creepon. That is correct, Mr. Chairman, and inasmuch as these 
would only come into consideration where it is a military product, 
and inasmuch as further on applications which have a dollar value of 
over $100,000 we require the previously described endorsements by 
the services before we grant the certificate, I believe that it is being 
adequately covered. 

Direct answer: We rely on the Munitions Board and the services 
to that end. 

Mr. Harpy. The thing that I was thinking about in my own mind, 
to try to illustrate, you referred to facilities for producing a product 
of interest primarily to the military. I believe that a good many 
facilities were built during World War II that have been converted 
to the production of products in the domestic economy. 

Now I am just wondering whether any consideration has been given 
to withdrawing those and using them now instead of building new 
ones. 

Mr. Creepon. Not by us. Thus far the extent has been as I de- 
scribed. It might be something for us very well to take under dis- 
cussion and see if it appeared necessary to good business to go into 
that thing further, Mr. Chairman, which we will do. 

Mr. Harpy. Would certificates of necessity for the construction of 
plants to make an end product desired by the military only, would 
those certificates be hatidiied through your office? 

Mr. Creepon. Yes. 

Mr. Harpy. I recall that during the war we had a good many plants 
built for us by the automotive industry for making certain articles of 
war. I believe that most of those plants have been converted to the 
manufacture of domestic articles. 
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Mr. Crerpon. That is right. 

Mr. Harpy. I believe that in recent months certificates of necessity 
have been granted for the construction of plants to build identical or 
similar, at least, items to those which had been built in the plants con- 
structed during the war. 

You would not know then from your own study whether any of the 
plants which were originally owned by the Government and which 
went into domestic use could have been put back into service for mak- 
ing military items instead of granting some of the certificates which 
have been granted ? 

My. Creepon. No, sir. 

Mr. Casry. You are not familiar with the certificate that was issued 
to the Chrysler tank plant at Newark, Del., Mr. Creedon, offhand ¢ 

Mr. Creevon. I remember it; yes, sir. 

Mr. Casey. I believe that there is a facility presently being oper- 
ated by Buick Division of General Motors which originally was a tank 
plant. Do you remember whether or not the possibility of recover- 
ing that plant was considered as against the authorization of a brand 
new facility in Delaware? 

Mr. Creepon. Well, I know that is a project that the military en- 
dorsed, and to the end that I am assuming that they did, I did not in 
that—on my original premise—in that instance I would feel that it 
would be the service’s prerogative, and if you will, responsibility. 

Mr. Harpy. Any consideration then that was given to it was given 
by either the services themselves or by the Munitions Board ? 

Mr. Creepvon. That is correct, sir. 

Mr. Casey. Mr. Creedon, on one other phase of this program it has 
been the policy, has it not, to deny applications for certificates of 
necessity where it could be ascertained that the facility was a replace- 
ment for an existing facility ? 

Mr. Cresepon. If the replacement would have been made in any 
event regardless of the emergency, according to the Executive order 
we are to deny it; yes, sir. 

Mr. Casry. Do you have information concerning the two cases that 
I mentioned ? 

Mr. Creepon. I have two folders which I just grabbed at 10 minutes 
of 9 when I learned about them. I have not read them but I have 
them ; yes, sir. 

Mr. Harpy. I noticed in your comment that you said you should not 
grant a certificate for the replacement of a facility which would be 
replaced anyway ¢ 

Mr. Creepon. It says verbatim, if I may read it— 

Replacements will not be certified if they would have been made at or about the 
time made regardless of the emergency. 

Mr. Harpy. So then you have to make a determination as to whether 
or not the company was going to replace it? 

Mr. Creevon. That is right. In other words, you have to exercise 
a certain amount of judgment. 

Mr. Harpy. Not only that, you have to be a mind reader in that 
case. 

Mr. Creepon. Well, in some cases. There is a question in the ap- 
plication blank which asks the applicant, one, are there any replace- 
ments involved and if so specifically what are they, and some descrip- 
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tion of them. Now in these particular applications I think that the 
description might probably help enlarge upon that. 

Mr. Casey. Take the case of the Magnus Tool & Die Co. Do I 
understand that that was an application for some machine tools to 
replace—— 

Mr. Creepon. That was an application for $5,950 displacing fully 
depreciated old machines. Do you have the application 4 

Mr. Casey. Yes, I do, Mr. Creedon. It says in question 14: 

The facilities sought to be certified replace (a) two surface grinding machines 
more than 10 years old— 

and then he goes into some more, rate of depreciation, no disposition 
to be made and so forth. How about letter (¢) ¢ 

Mr. Creepon. We simply made the determination that he was going 
to make these replacements in any event regardless of the emergency. 
Now there again we can’t always be sure that we are right, don’t you 
know ¢ 

Mr. Harpy. It seems to me that what we are winding up here with 
is that you are placed in another unfortunate position. It is not even 
a matter of exercising judgment. It is a matter of reading a fellow’s 
mind if you have got to determine what. his contentions are. 

Mr. Creepon. Very frankly our intent in acting on this replace- 
ment phase of this thing has been to err on the side of giving the 
benefit of the doubt rather than the other way around, particularly 
in small cases like this. 

Mr. Casey. In this particular case, Mr. Creedon, it appears from 
the papers that I have that this is another instance in which you went 
contrary to the recommendations of your technical people in the In- 
dustrial Operations Bureau. 

I have before me the report from that Bureau signed by the In- 
dustry Division examiner and by the Chief of the Industry Division 
and also by Mr. McCoy, and I believe in answer to question 5 which 
was, “Are the proposed facilities wholly or partly for replacement,” 
the answer was, “No.” 

Mr. Creepon. Well, I think in the matter of replacement that it is 
in the final analysis one of judgment, and I think whereas we are con- 
sidering it for all of the divisions of NPA and dealing with the thing 
constantly, that it was our considered judgment that on this particular 
application it should be denied because it was a replacement which 
would have been made in any event regardless of the emergency. That 
was our judgment. 

Mr. Casey. Mr. Creedon, is it not true that in the application the 
applicant indicates that these particular machines that he proposes to 
be covered by the certificate were not accurate enough to do the type 
of work presently required by the prime contractor, Pratt & Whitney 
Aircraft ? 

Mr. Creepon. That is because they are all worn out and had to be 
replaced in any event. 

Mr. Casey. But this is one case in which you did not err on the side 
of the applicant in a small $5,000 application. 

Mr. Creevon. We do not automatically where it is a small applica- 
tion and it is an out-and-out conclusive, in our judgment, replacement 
that would have been made in any event, grant it. 

Mr. Harpy. We are not critical of the exercise of judgment. We 
know you judge what you have to do. 
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Mr. Creevon. If the subcommittee wishes to know, is it a difficult 
problem to come up with the positive assurance that your answer is 
right, the answer is yes; it is difficult. 

v4 Harpy. The question that is involved in this thing is simply this. 
It is a small matter. We have been given to understand from your 
testimony that you have got a policy that if you err, you want to err 
in favor of the little fellow that has applied. 

We had Mr. McCoy’s testimony to the effect that there was an in- 
clination to try to be of as much assistance as possible to small business, 
and I think the committee is interested primarily in determining the 
process of reasoning. This is an unusual situation. 

Here is a little application, a very little one. I do not know how 
big the company is. Presumably it is a relatively small company, 
but here was the case that was denied, and we are just trying to get 
the other side of the picture. It was denied despite the fact that appar- 
ently it had a favorable recommendation of your own people in the 
industry, and we questioned why decisions of the Industry Operations 
Branch were overridden in other cases to grant something which they 
had recommended be denied, and now we just want to know why their 
position was overridden when they recommended that a little one be 
approved. That is the purpdse of this discussion. 

Mr. Creepon. Well, pursuing that, I would say that we occasionall 
differ from the Industry Operations Bureau, as might be sibaceed, 
oe judgments that are not deduced from precise mathematical 

ormulas. 

Mr. Cassy. However, is it not a fact, Mr. Creedon, that thé question 
as to whether or not a machine would be a replacement for one that 
was worn out might very well involve some technical knowledge of 
what the machine did ? 

Mr. Creepon. There isn’t any question about that. It might be in 
certain instances. 

Mr. Casey. And is it not true that in this particular case it might 
have involved a technical analysis and comparison of the machine 
that was worn out with the machine that was acquired ? 

Mr. Creepon. It might very well have; yes, sir. 

Mr. Harpy. For instance, your testimony a minute ago indicated that 
the machine was not sufficiently accurate. Now might it not be true 
that the machine was sufficiently accurate for this fellow’s normal 
operations but not for the particular part that he had to make for 
national defense ? 

Mr. Creepon. Specifically now if you want to get down to the details 
of this particular application, we are talking about two machine tools 
that are over 10 years old, and the money is small. 

They are light machine tools, and therefore you know that if you 
work machine tools pretty hard, that on a two-shift operation at the 
end of 7 years they are pretty well shot to pieces and need to be 
replaced, and this is at the end of 10 years, and we reasoned that they 
are pretty well shot to pieces and he is going to take them apart down 
the line and junk them or do work which does not require any tolerance 
at all, so there is not any question in my mind, if you are talking about 
the technical aspects and you get down to the details of this specific, 
that I with good conscience could not approye a certificate. 

Mr. Cassy. Mr. Creedon, how do you know that this machine tool 
this fellow had ever could do the job that he now wants to do even 
when it was brand-new ? 
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Mr. Creepon. I don’t know. I only rely upon him that he is re- 
placing them to do the specific chore in his application. 

Mr. Casgy. Does he say that? 

Mr. Harpy. Does he say that in his application ? 

Mr. Creepon. Well, it is implied. 

Mr. Casey. Your own industry people found that it was not a re- 
placement. All I want to know as a matter of procedure is where 
you acquired the knowledge that this was a replacement. 

Mr. Creepon. I think I have given my reasoning in this particular 
instance. 

Mr. Casey. Let me ask you this. In the case of expansion, the 
policy is to grant the certificate regardless of whether the expansion 
would have taken place irrespective of a national emergency; is 
that so? 

Mr. Creepon. I think that under the act and particularly under 
this Presidential order that I keep referring to, that summarizing 
up and giving a one-sentence answer, it would be this: That that por- 
tion of any facility determined in the interests of national defense 
completed after December 31, 1949, is entitled to a certificate of 
necessity. 

Mr. Casey. I recognize that that is what the law provides and 
what the policy has been administering the law, but is it not so that 
at least in the case of the Jones & Laughlin Steel Co. and the Lone 
Star Steel Co., the expansion that was covered by the certificate had 
been planned long before the national emergency ? 

Mr. Creepon. I believe probably some portions of Jones & Laugh- 
lin were and some portions were not, particularly roughly one-half 
of the open hearth end of it, the ingot-making end of it for substan- 
tial dollars was not, but the answer is that a substantial portion of it 
was; yes, sir. 

Mr. Casey. But at any rate there is a policy not to inquire into 
the motives of the applicants so far as the expansion is concerned in 
connection with the national emergency. 

Mr. Creepon. That is right, if it is something that is contributing 
and is needed, putting it the other way around we have allowed the 
date, December 31, 1949, to govern. 

Mr. Casey. But in the case of replacements, the policy is exactly 
the opposite. 

Mr. Creepon. I don’t follow you, Mr. Counsel. 

Mr. Casey. In the case of replacements it is your policy to try to 
determine on your own whether the replacement would have been 
made at any rate. 

Mr. Creepon. Well, that is entirely different because that is only 
the language used in connection with the replacement, and there isn’t 
any language in the thing regarding the entire facility. 

Mr. Casey. But the language that you referred to, is that the lan- 
guage of the Executive order. 

Mr. CreEpon. Yes; that is purely insofar as it affects the replace- 
ment, and there isn’t any such language in connection with the facility. 

Mr. Casey. I appreciate that, but isn’t there a seeming inconsistency 
in the policy with respect to expansion of new facilities as against 
replacements in the sense that you inquire into the motive of the 
applicant? 

Mr. Creepon. Not from my point of view; no. 
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Mr. Harpy. Let me ask you this, Mr. Creedon. If this porccier 
company had come in with an application for a certificate of necessity 
for thése two machines and was going to install them and not remove 
the old machines that they have in there, would they have been en- 
titled to a certificate? 

Mr. Creepon. Yes, sir. 

Mr. Harpy. So that by virtue of the fact that they were going to 
pull the old ones out, they were not entitled to a certificate. 

Mr. Creepon. Strictly interpreting; yes, sir. 

Mr. Harpy. If one of the employees of this company had decided 
that he was going into the business of making parts which could be 
made by these machines, he decided to build on an adjoining lot and 
apply for a machine, he would have been entitled to a certificate, 
would he not? 

Mr. Creepon. Well, if his facility was determined in the interest 
of national defense; yes, sir. 

Mr. Harpy. Notwithstanding the fact that your people found that 
these were not to be replacements, the application indicated that they 
were to be replacements, so you determined that they were not en- 
titled to accelerated amortization. 

Mr. Creepon. We determined that they were replacements that 
would have been made of necessity anyway, and for further reasons 
that I went into in detail on this specific type of machine. 

Mr. Casey. Would it not be a good idea for an applicant to apply 
for these facilities that he intends to be replacements and describe 
them as new facilities to expand his present business? After he gets 
the certificates, throw the old ones away ? 

Mr. Creepon. Except that the applicant makes a statement which 
is subject to the Criminal Code provisions. 

Mr. Harpy. If he does not throw those away and keeps them in 
there for some other use or for emergency or something like that, he 
would not be guilty of any fraudulent statements? 

Mr. Creepon. That is correct, sir. 

Mr. Harpy. So the whole question seems to be whether or not he 
has got room enough to put the new machines in without taking the 
old ones out. 

Mr. Creepon. I could not comment on that. 

Mr. Harpy. Any questions? 

Mr. Casey. Mr. Creedon, let us get to the Green River Steel Corp. 
case. Is it a fact that an organization named the Green River Steel 
Corp. did apply for a certificate of necessity at some time? 

Mr. Creepon. Yes, sir. 

Mr. Casey. And that application was filed with the National Se- 
curity Resources Board, was it not? 

Mr. Creepon. Yes, sir. 

Mr. Casey. And eventually came to the National Production Au- 
thority for review and comment ? 

Mr. Creepon. Yes, sir. 

Mr. Casey. Could you sketch briefly the basic facts concerning that 
application and the course that it took in the National Production 
Authority ? 

Mr. Creepon. You mean description of the facilities or just the 
course it took? 
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Mr. Casry. Well, I want to know first of all, where was the com- 
pany to be located ? 

Mr. Creepon. At Owensboro, Ky. 

Mr. Casey. Owensboro, Ky. ? 

Mr. Creepon. Yes, sir. You want a description of the facility ? 

Mr. Casey. Yes. 

Mr. Creepon. I believe it is a new electric steel furnace plant to 
make steel ingots and steel products, 189,000 tons of ingots and 146,000 
tons of products, and the cost was estimated at $8 million in round 
figures, $8,001,000, and the application was filed with NSRB who sent 
two copies to us, who in turn send one copy to the Industry Operations 
Bureau and in turn we made our recommendation to NSRB, I believe it 
was, regarding issuance of the certificate, and I believe on, I think, 
December 9 the certificate was issued. 

Mr. Casry. Do you have the recommendation that was made to you 
by the Industry Operations Bureau? 

Mr. Creepon. I do not have in writing the official recommendation 
of the Industry Operations Bureau, I have discussed it with Mr, 
McCoy, along with the forty-odd other cases, and as a result of that 
discussion it was determined to grant the certificate, and in the light 
of subsequent discussion with people topside in NPA at the time, it 
was agreed to issue this certificate along with the other certificate. 

Mr. Harpy. Was no written recommendation submitted by Mr. 
McCoy’s office either prior to or subsequent to the granting of the 
certificate ? 

Mr. Creepon. To my knowledge, no; we haven’t received any; no. 

Mr. Harpy. Your file does not carry any indication then as to the 
position which the Industry Operations Bureau would take or would 
have taken ? 

Mr. Crervon. Not in connection—our file does not show that. I 
say that we acted after conferring with Mr. McCoy and others in his 
office. I don’t recall just who, and then subsequently after conferring 
topside with NPA. 

Mr. Harpy. Do you know whether this was the only case where 
action was taken without any recommendation in writing from the 
Industry Operations Bureau ? 

Mr. Creepon. You mean on the issuance of certificates of necessity ? 

Mr. Harpy. Yes. 

Mr. Creepon. I believe on those cases that Mr. McCoy described the 
action was taken without us having at that time in our possession the 
reports from the Industry Operations Bureau which we knew were 
in process of preparation and which we knew as a result of our dis- 
cussion the recommendation either had been made and the report 
favorable or was being completed and the recommendation would be 
favorable. 

Mr. Harpy. In other words, you were given verbal advice before 
the study had been completed that the report would be favorable? 

Mr. Creepon. I do not know whether the study had been completed 
or not, but we were given advice that the report would be favorable; 
yes. 

Mr. Harpy. Now, in the case of Hazleton Steel, you actually did 
have a recommendation by Mr. McCoy prior to the issuance of the 
certificate, I believe. That, however, was apparently before he had 
received a report from his technical people. 
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Mr. Creepon. Whether we did or not in the case of Hazleton I an 
not able tosay. 

Mr. Davin. Mr. Chairman, if I may—— 

Mr. Harpy. Just a minute, Mr. Davlin. Excuse me, maybe we 
ought to get Mr. McCoy to answer this. 

Mr. McCoy. Mr. Chairman, in the case of the Hazleton Steel Co., 
we made a decision on that with this group, and the report from our 
Bureau did not, reach Mr. Creedon’s office until afterward. 

Mr. Harpy. My recollection of it was that your report was dated 
prior to—— 

Mr. McCoy. No, sir; I believe not. 

Mr. Harbdy. Am I] in error on that? Well, now, just a minute; let 
us not get these reports confused. The report which came to you, Mr. 
McCoy, from your Iron and Steel Branch was about a month after—— 

Mr. MoCoy. That is right. 

Mr. Harpy. But is it not true that you had prior to that time sub- 
mitted a written report bearing your signature alone? 

Mr. McCoy. No, sir; I believe that that form that we submitted to 
the Facilities Bureau was later than the report I received from the 
Steel Division. 

Mr. Harpy. Then even your form was submitted after ? 

Mr. McCoy. That is right. 

Mr. Harpy. And in this Green River case you at no time submitted 
any written report favoring—— 

Mr. McCoy. No, sir. We had a report from the Steel Division on 
Green River which I did not send forward. The report was of no 
value in connection with the case. 

Mr. Harpy. You mean it was adverse ? 

Mr. McCoy. Well, it was not only adverse but it made no contribu- 
tion to our consideration of the case at all. 

Mr. Harpy. Was that similar to the Hazleton situation? You did 
not send that report forward either, did you? 

Mr. McCoy. Not that particular report ; no, sir. 

Mr. Harpy. In that particular case you had a report rewritten / 

Mr. McCoy. That is right. 

Mr. Harpy. By? 

Mr. McCoy. Mr. Friedman. 

Mr. Harpy. But you did not follow that same procedure in the case 
of Green River? 

Mr. McCoy. I did not send the Steel Industry Division report to the 
Facilities Bureau because, as I said, it had no bearing on the case at 
all. 

It made no contribution that would cause me to change my origina! 
oral recommendations to Mr. Creedon that we had studied the Green 
River case and recommended it for consideration for amortization. 

Mr. Harpy. Did you make a personal study of that? 

Mr. McCoy. Of the Green River case ? 

Mr. Harpy. Yes. 

Mr. McCoy. Yes, sir; I did. 

Mr. Casey. Will you read that recommendation that you received ! 

Mr. McCoy. Weare talking about Green River now ? 

Mr. Casey. Yes. 
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Mr. McCoy. The report from the Steel Division states, and this is 
the only comment in the report : 


Applicant states on page 1 of appendix B that production of steel which is 
contemplated with the establishment of expansion program would involve process- 
ing by what is known as the Dornin process. Applicant further states that such 
process has been used successfully in making over 22,000 tons of high quality 
carbon alloy steel. The period of tinie during which alleged production of 22,000 
tons by this process is not indicated. 

The applicant corporation has had many years’ experience in the steel indus- 
try. Consequently if the Dornin process is of commercial value a considerably 
greater production than 22,000 tons should have resulted from the utilization of 
same when consideration is given to the fact that our national annual produc- 
tion is approximately 100 million tons of ingot steel. The Dornin process is an 
adaptation of an old European sponge-iron process and has not been proven of 
commercial value as a productive process in America. If the Dornin process 
possesses comparable or revolutionary methods of production, then it would 
follow that in Mr. Williams’ previous employment such process should have been 
utilized by him as his record, according to statement contained in application 
would indicate that at various times he held positions of executive authority. 

The Department of the Interior within the last 5 years has expended in excess 
of $150,000 in an effort to establish the procedure involved in the so-called sponge- 
making ore process. WPB during World War II constructed a facility on the 
defense plant’s corporation at Warren, Ohio, for the development of technique 
and procedure applicable to resolving this question under DPC 1514 at which time 
expenditure to the taxpayers of about $2 million was incurred. 

As the result of such effort it was determined that the proposed iron-sponge 
process possessed no commercial value. In view of the above it is our recom- 
mendation that no certification of any nature be made in this instance. 


The Dornin process which is referred to here is not sponge iron. It 
is a process for casting ingots to reduce the waste involved in casting 
and has no relation whatever to sponge iron. 


Mr. Harpy. So that the basis for your determination that the re- 
port was of no value is that? 

Mr. McCoy. The report was inaccurate in attributing the Dornin 
process as sponge iron to this particular case, and therefore, as I said, 
the report itself made no contribution to our consideration of this 
case. 

Mr. Harpy. So then your pores on that is that the so-called ex- 


perts who prepared it—and I haven’t any idea who prepared it—did 
not know what they were talking about? 

Mr. McCoy. Well, on the record it appears so, but I believe that in 
fairness to the person who made the report, that the Green River 
organization or its sponsors had at one time considered installing the 
so-called Krupp-Rehn process for the beneficiation of lean iron ores 
and that the crude iron or sponge iron to be secured from that process 
would be used in electric furnaces, but they did not include that par- 
ticular project in this application. 

Mr. Casey. Did you discuss this comment of the Iron and Steel 
Division with the people who prepared the report ? 

Mr. McCoy. The sponsors of the Green River Co.? 

Mr. Casty. No; I meant with the people that signed that report. 

Mr. McCoy. No; I did not discuss it. 

Mr. Casey. Where did you get your information about the Dornin 
process ? 

Mr. McCoy. It is in the application. 

Mr. Harpy. Did you check that ? 

Mr. McCoy. Yes, sir. 
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Mr. Casey. In other words, without discussion with your own tech- 
nical people, you accept the applicants’ statement over the analysis 
made ¢ 

Mr. McCoy. Plus other technical information about that kind of 
process. 

Mr. Casey. Furnished by the applicant? 

Mr. McCoy. No, sir; from independent sources, steel technologists, 

Mr. Harpy. Where did you get it ? 

Mr. McCoy. The recognized public literature on the matter. 

Mr. Harpy. Did you make a personal study of it? 

Mr. McCoy. Yes, sir; Mr. Creedon and I looked into it to be sure 
that this process was what the sponsors claimed for it. 

Mr. Harpy. And, from your own personal knowledge, information 
contained in that report is inaccurate ? 

Mr. McCoy. Quite inaccurate; yes. But I may say, in fairness to 
him, the writer of that report probably confused some information in 
there about the Krupp-Rehn process with the application; but, as I 
say, the application is made on electric-furnace operation involving 
this Dornin process of handling ingots and not sponge iron. 

Mr. Harpy. I confess total inadequacy to make an appraisal on a 
statement of that kind, but I am just trying to say at least in theory 
the people who prepared this report should be experts on steel pro- 
duction, and I believe from your previous testimony you disclaim any 
expert knowledge on it. 

Mr. McCoy. I do not claim to have any expert knowledge on this, 
but I confirmed through our investigation from established technical 
data that the process that he deseribed there is correct in the applica- 
tion. 

Mr. Casey. At any rate, the certificate was issued for $8,001,000 
on December 9 ? 

Mr. Creepon. Yes, sir. 

Mr. Casry. And was there also a loan made to this company at 
some time? 

Mr. Creepon. I believe there was. I do not know whether the loan 
was made, but I believe it was recommended and certified to be 
made. 

Mr. Casey. In other words, it was approved so far as your office 
is concerned ? 

Mr. Creepon. It was recommended, yes, sir. 

Mr. Casey. And could you tell us for the record the amount of the 
loan ? 

Mr. Creepon. Jim Lynn can give the precise amount. 

Mr. Lynn. The loan was in the amount of $5,000,00; that is, our 
part of it. There were two parts to this. It was conditioned upon 
the RFC making a loan of $3,000,556, and $126. 

Mr. Casey. In other words, the RFC was to participate to the ex- 
tent of approximately $314 million, and under section 302 the funds 
there available were to be used to the extent of $5,000,000 additional ! 

Mr. Lynn. That is correct. 

Mr. Casry. Making a total of about $814 million ? 

Mr. Lynn. That is correct. 

Mr. Casry. And some portion of that loan must be used for work- 
ing capital, I assume? 
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Mr. Lynn. No; that is not true. That was all to be for construc- 
tion of the facilities. 

Mr. Casey. I was trying to relate the apparent inconsistencies. 

Mr. Lynn. There was to be equity capital injected in the amount 
of $2,000,000. 

Mr. Casey. $2,000,000 in equity capital ? 

Mr. Lynn. That is right; private capital. At least there was to 
be a certified or cashier’s check in the hands of the fiscal agent before 
there was any disbursement made on the loan. 

Mr. Casry. The people that were promoting this enterprise, did 
they have any capital investment of their own in this company ? 

Mr. Lynn. At the time that our certificate was made? 

Mr. Casey. Yes. 

Mr. Lynn. The condition of the loan was that they were to raise 
$2,000,000. 

Mr. Casry. Do you have information there as to when the company 
was organized ? 

Mr. Lynn. Sometime in 1950, in late 1950. 

Mr. Casey. Isn’t it true that the first meeting of the company was 
on November 22, 1950? 

Mr. Lynn. That could well be. I know it was late 1950 that the 
company was organized; that is right. 

Mr. Casey. Do you have the names of the officers ? 

Mr. Lynn. The names of the officers? I do not believe any had 
yet been appointed. 

Mr. Casey. Do you have the names of the people that were promot- 
ing the enterprise ? 

Mr. Lynn. Yes; we have that. 

Mr. Casry. Who were they ? 

Mr. Lynn. Mr. Sidney D. Williams, Mr. Warren Worthington, 
Thomas W. Hardy, George Dornin, Jr., and Robert B. Hensley. 

Mr. Casey. Now, do you have information as to their background 
and experience ? 

Mr. Lynn. Yes; we do. 

Mr. Casey. Can you describe briefly, very briefly, what their back- 
ground was? 

Mr. Lynn. Yes. We received that in the RFC report. If you 
would like, I would be glad to give you the background of each one. 
The report we received is that— 

Mr. Williams is regarded very highly. His background in the iron and steel 
industry has qualified him as a very capable consultant in this field. From the 
time he was an operator of an open-hearth furnace until and including his posi- 
tion as executive vice president of a large steel producer, he put in long hours 
and was consistently trying a new idea. He seemed engrossed in his work at 
all times and was regularly making patent applications through his patent 
attorneys. 

Sources say he has contributed valuable information to present standards of 
manufacture of iron and steel. Since 1947, Williams has been active principally 
as a consulting engineer interested especially in the development of small iron 
and steel producers. He has been instrumental in several promotional ideas. 

About 1947 there was talk of developing a steel plant in South America and 
the southern part of the United States. Information regarding the results of 
these developments is not available at this point. As far as can be determined, 
Williams is not associated with any particular company at this time other than 
Steel Engineers, Inc. 

This Delaware corporation was formed in 1948 with an authorized capital of 
2,000 shares, $1 par value common stock. Operations consist of consultant engi- 
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neers’ service; and, as far as can be determined, Williams is the only one asso- 
ciated with this corporation. Mr. Williams travels most of the time and was 
not available for interview on August 10, 1950. He owns his residence at this 
address, valued at $50,000. This property was purchased in 1939. Real-estate 
mortgage was canceled during that year, and no other mortgage has been 
recorded. 

Mr. Casey. I am not interested in that detailed description, but 
does it contain descriptions of the other gentlemen ? 

Mr. Lynn. Yes; we have the others too. Mr. Worthington is a 
professional consulting engineer and— 
has been engaged in that profession in his own name through his career. He 
acted as consulting engineer, specializing in the design of rolling-mill and other 
industrial equipment in the steel-mill line. Activities cover North America, and 
work has been performed for numerous large steel concerns in the United States, 
Canada, and Mexico. Work is performed on a fixed-fee basis, and there is one 
empleyee. 

Mr. Casey. Now, who are the others? That is about all I want 
of each of these gentlemen. 

Mr. Lynn. Thomas W. Hardy. He had been connected with the 
Atlas Steel Corp. in Welland, Ontario, and he was vice president of 
that. company when he retired in 1946. 

On Dornin, I will leave out some of the details. 

Mr. Harpy. Just so we get a little picture of their experience. 

Mr. Casey. Is this Mr. Dornin the one that is associated with the 
Dornin process? 

Mr. Lynn. That is right. 

Mr. Casey. I think that is probably enough. And Mr. Hensley is 
the other one? 

Mr. Lynn. Robert B. Hensley, yes, sir. Would you like something 
on him? 

Mr. Casey. Is he an attorney ? 

Mr. Lynn. He is an attorney; yes, sir. 

Mr. Harpy. That is all right. Now, I just want to see if I cor- 
rectly understand something. Maybe Mr. McCoy can straighten me 
out on this. Do I understand that Mr. Dornin, who is the same 
Dornin connected with the Dornin process, is one of the sponsors of 
a corporation which will not use his process ? 

Mr. McCoy. No; will use his process. 

Mr. Harpy. Will use his process? 

Mr. McCoy. Yes, sir; that is right. 

Mr. Harpy. But, from your statement, his process was incorrectly 
described. 

Mr. McCoy. As sponge iron. 

Mr. Harpy. In the report which you read? 

Mr. McCoy. That is right. 

Mr. Casey. Now, in connection with this loan application did you 
receive any recommendation from the Iron and Steel Division in that 
case ? 

Mr. Lynn. As far as the recommendation of the Iron and Steel 
Division, we consulted with Mr. Friedman, who is Mr. McCoy’s assist- 
ant, and he sat down and talked with us and actually wrote out the 

art of it that we have incorporated in our recommendation. I will 
e glad to read that part to you. 
Mr. Casey. Is it long? 
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Mr. Lynn. Several paragraphs [reading] : 


Need for proposed new construction and plant facilities : 

1. The proposed facilities will have an annual capacity of approximately 
189,600 tons of ingot and 146,200 tons of products. The rolling facilities will be 
capable of producing a fairly wide range of open-hearth alloy-quality steels and 
forging-quality carbon steels, electric-furnace aircraft-bearing gun and shot- 
quality steels and tool steels. 

2. The actual production and composition of this company’s output will be 
heavily influenced by demands arising under the defense program, and the use 
of the plant for the production of alloy and other special-quality steels has been 
made a condition in thé proposed loan certificate. The tentatively monthly 
product output planned by the applicant is as follows. 


Would you want that, sir? 


Mr. Harpy. I do not believe we need to have that in the record. Go 
ahead. 

Mr. Lynn [reading]: 

3. As indicated by current consumption in the market areas lying close to the 
proposed plant, the demand for the types of product which the company is 
capable of supplying is several times the projected output. On the basis of 
comparative freight rates, it is clear that the total market territory in which 
the proposed mill will be in a competitive position in relation to other producers 
would include at least the following areas: East St. Louis, Peoria, Joliet, Ill.; 
Evansville, Indianapolis, New Castle, Ind.; Cincinnati, St. Louis, Tennessee, 
and Kentucky. Present consumption of bars alone in these areas is estimated 
at well over 500,000 tons annually. Consumption of related items would raise 
the total to a minimum of 750,000 tons, or more than five times the output of 
the proposed plant. 

The indicated market area embraces one of the important metal-consumption 
regions of the United States and includes a significant group of industries, the 
output of which is essential in the defense effort. Present trends point to a 
market growth in the steel demands of this region which will undoubtedly be 
accelerated as the military program gets under way. 

4. In the event of full mobilization, all or virtually all of the alloy and other 
special-quality steels produced by the proposed plant will be needed for pro- 
duction of material required by the armed services. Estimates of future require- 
ments under conditions of full mobilization are not yet firm, but available data 
show that at the height of World War II almost two-thirds of alloy-bar produc- 
tion went into direct military uses. 

General Electric has expressed a keen interest in purchasing special-alloy 
steels from the borrower for jet-engine use. General Electric cannot state its 
requirements quantitatively for security reasons, but indicates that they are 
sizable and are difficult to fill. Billings & Spencer has made a similar indication. 
Caterpillar Tractor would like the full production of the mill for use at Joliet 
and Peoria. 

Mr. Harpy. How much more is there in that report ? 

Mr. Lynn. That is all that Mr. Friedman had indicated to us. 

Mr. Harpy. What was the occasion for Mr. Friedman submitting 
this to you? 

Mr. Lynn. It did not come directly to me, sir. 

Mr. Harpy. It came through Mr. McCoy. 

Mr. Lynn. I cannot say whether it came through Mr. McCoy. We 
had a meeting with Mr. Davlin and Mr. Bolger, and we talked the 
matter over; and Mr. Friedman had made a study of it, as I under- 
stand it, and he dictated and wrote that out in longhand for us, as 
a matter of fact. 

Mr. Harpy. While he was in the meeting; is that right ? 

Mr. Lynn. After the meeting, as I recall, sir. 

Mr. Harpy. Mr. Friedman, there are just one or two questions in 
connection with this memorandum which you prepared on this case. 


83530—51——-21 








316 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Where did you get your information to form the basis of that memo- 
randum ¢ 

Mr. FrrepMAN. The information came from various sources. The 
information on the market which was available to a mill located at 
this site came from data developed by the Bureau of the Census and 
by Iron Age, which is one of the leading periodicals, trade journals 
for the steel industry. 

The data on freight rates came from the Interstate Commerce Com- 
mission. A good ‘deal of data on this whole subject was available 
within the Department of Commerce which normally has an impor- 
tant responsibility in this steel field. 

Mr. Harpy. And you had assembled all of this data prior to the 
time of the meeting; is that right ? 

Mr. FriepMan. That is right. 

Mr. Harpy. Do you ordinarily write your memorandums out in 
longhand or do you usually dictate them ¢ 

Mr. FrrepMan. Asa matter of fact in this particular case I dictated 
it. The copy I have got says “Dictated” by me and has my name 
on it. 

Mr. Harpy. That is all right; that is inconsequential. 

Mr. FrrepMan. Just to respond clearly to your question, so far as 
the military aspect of this was concerned, which especially at that 
time seemed extremely important, I made a pretty thorough investi- 
gation of the wartime use of steel of this kind, and I had been myself 
in the War Production Board concerned with the steel-requirements 
problem, and drew on that as well. 

Mr. Harpy. Well, now, recalling some figures in your statement 
concerning the output, the production of the plant, where did you 
get that from / 

Mr. FriepMan. The proposed production / 

Mr. Harpy. If I understood your statement correctly, you said this 
plant will produce so many tons of this. 

Mr. Lynn. If I may, please, the tentatively monthly product out- 
put planned by the applicant was as follows. That was submitted 
by the applicant, sir. 

Mr. Harpy. Oh, well, now that accounts for my misunderstanding 
of } 

Mr. Lynn. That is the part I did not give to you. I will be glad 
to fill that part in if you like. 

Mr. Harpy. That is quite all right; I think it is filled in now. 
Any further questions on this Green River case ? 

Mr. Casey. I have some further questions that I would like to ask 
the people from the Defense Production Administration. 

Mr. Harpy. We certainly do thank you, Mr. Creedon and all of 
you gentlemen. 

Mr. Casry. Mr. Woodside, would you come forward and bring with 
you Mr. Mace, Mr. Perkins. and Mr. Zimmerman. 

Mr. Harpy. Mr. Woodside. I believe you have been sworn. I do not 
think the rest of you have. 
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FURTHER . TESTIMONY OF BYRON -D. WOODSIDE, DIRECTOR, DE- 
FENSE EXPANSION DIVISION, DEFENSE PRODUCTION ADMIN- 
ISTRATION; ACCOMPANIED BY WILBUR MACE, NATIONAL 
PRODUCTION AUTHORITY; THEODORE T. PERKINS, IN CHARGE 
OF SECTION 302, DEFENSE PRODUCTION LOANS, DEFENSE PRO- 
DUCTION ADMINISTRATION; RALPH E. ZIMMERMAN, DEFENSE 
PRODUCTION ADMINISTRATION; AND FRANK CROCKETT, DE- 
FENSE PRODUCTION ADMINISTRATION 


(Having been duly sworn by Mr. Hardy.) 

Mr. Casry. Will each of you gentlemen identity vourself for the 
record giving your names and association with either the Defense 
Production Authority or NSRB as the case may be. 

Mr. Mace. Wilbur Mace, with NPA. 

Mr. Perkins. Theodore T. Perkins, in charge of Section 302, De- 
fense Production Loans of DPA. 

Mr. ZimMerMAN. Ralph E. Zimmerman, DPA. 

Mr. Crockertr. Frank Crockett. DPA. 

Mr. Woopsipr. Byron D. Woodside, Director of the Defense Ex- 
pansion Division of DPA 

I might say, if you plea ase, that Mr. Mace was on our staff up until 
I forget just ‘what date, and then on oe ul yer the NSRB, and then 
at about the time we moved over under DPA Mr. Mace left our office 
and went with NPA. 

Mr. Harpy. He was with NSRB at the time this particular matter 
was under consideration, but he is now with NPA? 

Mr. Woopsipr. That is right. Mr. Mace was on detail with my office. 

Mr. Casey. Mr. Mace, would you sketch briefly your background 
please ¢ 

Mr. Mace. I retired 3 vears ago. Since then for about 10 months of 
each of the 3 years I have been with the Office of Industry Coopera- 
tion, Department of Commerce. the Munitions Board, and the third 
year with NSRB and NPA. Before I retired I was 3 years with 
Alleghaney Ludlum Steel and 27 years before that with United States 
Steel Cor p. subsidiaries and the corporation itself, 

Mr. Casey. Thank you. Did you have occasion at some time to 
consider some aspect of this Green River Steel case / 

Mr. Mace. Yes; after it came up I was in my capacity more or less 
as a consultant asked by Mr. Zimmerman what I thought about the 
production end of it, and prior to that when I was in NSRB in the 
Materials Division I made a little résumé of the project as it was 
submitted to Mr. Spencer Shannon's office, who was Chief of the Ma- 
terials Division, NSRB. 

Mr. Casry. So that you made a complete analysis of the proposed 
venture as part of your official duties with the National Security Re- 
sources Board ? 

Mr. Mace. I would not consider it complete. It was rather brief so 
that it could be reviewed. There were pages in connection with it and 
[ put down three sheets I think. 

Mr. Casey. I have a copy of a memorandum here dated January 24, 
1951, addressed to Mr. R. E. Zimmerman, Business Expansion Office, 





318 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


from Mr. A. Wilbur Mace in connection with the Green River Stee] 
Corp. Does this in substance represent your views in this matter? 

Mr. Mace. Yes. 

Mr. Casey. Would you read that into the record, please ? 

Mr. Mace. Itisovera page. Do you want it all? 

Mr. Casey. That is all right, read it into the record. 

Mr. Mace (reading) : 


TA-241, $8,000,032—Green River Steel Corp., Owensboro, Ky. 

In response to your request for comment on the application above mentioned, 
this project contemplates the annual production of 189,000 tons of steel ingots 
using iron and steel scrap as its raw material. 

Scrap is currently an item of national shortage. As our production capacity 
for making new steel and its demand for scrap increases, this shortage becomes a 
serious factor in attaining the ingot tonnages already projected. 

Our basic objective is additional ingot tonnage. Steel production based on all 
Scrap as its raw material gives us no new steel. The use of scrap for this plant 
would today be largely a diversion of scrap supply now going to production facili- 
ties elsewhere. This largely cancels out any concept of 189,000 tons of new stee] 
being produced by this undertaking. 


Do you want me to give that analysis there next ? 
Mr. CasEy. Not if you don’t consider it important. 


Mr. Mace. Well, I will. 


Furthermore, our ore supply potential is improving while our scrap supply 
potention is getting rapidly worse. We should therefore note that, in an inte- 
grated set-up based on the blast furnace and an open-hearth charge of 40-percent 
scrap and 60-percent pig iron, roughly speaking, a ton of scrap added to a ton of 
pig iron produces 2 tons of steel, 1 a new ton. The more accurate figure, based 
on a 90-percent open-hearth yield is: 


Pig iron 


Ton steel 


The foregoing is my prime reason for believing this project should not be fur- 
ther promoted, regardless of the geographic pattern to which we must needs give 
consideration. 

Management: The management embryo outlined offers little to recommend it 
from a viewpoint of essential high administrative competency. Manpower of un- 
skilled labor in the area may be abundant but, for success, this must include a 
generous leaven of men with the know how or some specific concept of obtaining 
or training them. 

The Dornin process: This is not a steel-making process but a process for 
handling the ingot after the steel is made. 

Costs: The $8 million estimate is undoubtedly much too low to cover all costs 
of even this nonintegrated installation planned to produce 189,000 tons of ingots 
per year. 

When would production begin: Applicant says “12 months from date of 
beginning of construction.” This would require specific commitments covering 
all equipment prior to erection of buildings, and the accurate keeping of such 
commitments. Little if any allowance is made for getting all facilities keyed to 
production, and does not include an estimated date for attainment of full 
production. 

As a major contribution to early defense, we can scarcely recommend this 
project. 


Mr. Casry. Do you have anything to add to that memorandum, 
Mr. Mace? 

Mr. Mace. I don’t think so, unless you have some specific questions. 

Mr. Casey. Well, do I understand that the prime reason for ad- 
verse recommendation in this case was the drain on our present sup- 
ply of scrap? 
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Mr. Mace. Yes; and the shortage of it in the mills that are now 
producing. We were going at a very high rate of production, and 
even at that time we were concerned regarding maintaining our scrap 
supply so as to maintain the current high rate of production in the 
industry. 

Mr. Casry. Do I understand that there is a process for making steel 
which uses part scrap and part pig iron ¢ 

Mr. Mace. That is the normal open-hearth process. 

Mr. Casey. And this particular process would use all scrap / 

Mr. Mace. Yes. 

Mr. Casey. So that in essence it did not add to our steel supply since 
that scrap would be used by some existing steel-making facilities ¢ 

Mr. Mace. That is right. 

Mr. Casey. I have no further questions of Mr. Mace. 

Mr. Harpy. Mr. Mace, are you familiar with the Ebasco Services, 
Inc., of New York? 

Mr. Mace. Only asa name. I don’t know about their services. 

Mr. Harpy. That is a firm of consultants, I believe. 

Mr. Mace. Yes. I understand they are a very good firm. 

Mr. Harpy. In a report on this concern made by that organization, 
they have this to say about scrap supply: 

There is reasonably good assurance of an adequate supply of scrap based on 
statements of seven large scrap dealers. Scrap supply, which is tight now, will 
be aided by Government allocation, by favorable location freightwise, by avail- 
ability of so-called free scrap in the area, and by ability to use lighter grades of 
scrap than other mills. 

Have you any comment to make about that ? 

Mr. Mace. I could, but I think you have other witnesses, Mr. 
Crockett, for instance, who could give you more expert information 
than I could. 

Mr. Harpy. I merely raise that question with you because a major 
part of your memorandum I believe was centered on the scrap problem. 

Mr. Mace. Well, in the first place it would be all free scrap. They 
would have no, what we call home scrap to draw on except their own 
to begin with, and the freight rates of course, they would have an 
advantage there, but the main point is this. 

Scrap that is assembled from that area is now moving to other mills 
that are utilizing it, and they need it badly. Now if you build a new 
mill today in an area where there is not some particular reason for 
building it there, you are merely diverting needed scrap from the pres- 
ent consuming centers. 

Mr. Harpy. Thank you, Mr. Mace. 

Mr. Casey. Mr. Crockett, would you give a brief summary of your 
background, sir? 

Mr. Crockxet. For 10 years I was operating vice president of the 
Tennessee Coal & Iron Railroad Co. at Birmingham, 13 years presi- 
dent of Woodward Iron Co. Later I came to Washington in WPB 
where I was associated with plant facilities, and from there I went to 
RFC. From there was moved to War Assets Administration as 
Chief Appraiser in Charge of Iron and Steel Products. From there 
I went to NSRB as Deputy Director of Steel and more recently trans- 
ferred to DPA. 

Mr. Casrty. And did you have occasion to make a study of the 
Green River Steel case # 
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Mr. Crocxerr. I don’t know whether I would call it a study or not, 
whether it was that extensive or not. The proposal came in and was 
put on my desk one day and I wrote a short memorandum on it. 

Mr. Harpy. But your memorandum was based on an intimate study 
of this particular situation ? 

Mr. Crockerr. No; I did not go into any extensive study because 
obviously the project contemplated i increased production by means of 
an electric furnace. They were going to put in two electric furnaces, 

You can’t operate an shots furnace without scrap. Serap at that 
time was short and is increasingly more so today, so that if the fur- 
naces were built, there would be no use building them unless you can 
operate them, and to operate them you must have ser ap, and to get 
scrap you must divert it from others who now can use it and who are 
in short supply, so I wasn’t very much impressed with the possibility 
of increasing emergency material when it was dependent on a short 
supply of scrap which existed at that time, and is increasingly worse 
today. 

Mr. Harpy. Let me ask you a question in my ignorance of this 
technical side of this picture. Do you know whether sponge iron is 
ever used as a substitute for scrap ? 

Mr. Crocxerr. Academically, yes; practically, no. There are all 
sorts of processes for taking ore and reducing the iron ore to iron 
without going through the blast furnace. That is ealled the direct 
process. There are hundreds of them, and none of them are in com- 
mercial operation. 

The last one we had in a case in World War IT was at eondsp where 
they put up a plant that cost, I think, $1,000,000 and got 25 or 30 tons 
of metal out of it. 

Mr. Harpy. You do not know whether this proposal embodied any 
sort of an attempt to use sponge iron in place of scrap? 

Mr. Crocxerr. Yes, sir; they started out to state that they were 
going to do with the electric furnace and then looking forward to the 
future growth of the plant, they contemplated putting in means of 
direct production in which the Krupp-Rehn process was mentioned. 
That, however, has nothing to do with the present project. They were 
just looking forward to a plant they hoped would expand by a means 
of putting in Krupp-Rehn process and giving them iron. “That was 
still an experimental process. 

During the war Germany and Japan built quite a number of 
Krupp-Rehn plants. They did that because they had nothing — 
they got a very inferior product and none works today except i 
Czechoslovakia. Our situation in this country today is not so ie 
perate that we have to work with such methods. The production re- 
sulting from that product is too high in sulfur. It would not be 
acceptable in America. 

Mr: Harpy. Your position then is somewhat similar to that of Mr. 
Mace in that this project being wholly dependent upon scrap, would 
simply have the effect, if it operated, of reducing the serap which 
otherwise go to the present consumers of it ? 

Mr. Creexerr. Yes, sir. The only way it could operate would be 
to have allocation of scrap and allocations do not create anything. 
They might be entitled under the NPA to an allocation of available 
scrap, but that does not create any scrap. 
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All it does is divert it specifically to some unit, and while this plant 
would be getting it some other plant would be short, so there is no 
creation of new metallics. 

Mr. Harpy. I have heard somewhere that there was a proposal 
that this plant would use low-grade ores available out in that section. 

Mr. Crocxerr. They spoke of the low-grade ores of Kentucky, and 
the way they were going to utilize them is by the Krupp-Rehn 
process. 

Mr. Harpy. That would contemplate sponge iron substituted —— 

Mr. Crocxerr. No; that is a metallic iron and you reduce the iron, 
it floats out of a kiln in a bath of slag and is incorporated in the slag. 
You cool that mass and crush it, separate the iron from the slag, 
so you get a collection of pellets which are partly iron. 

Mr. Harpy, Po you know whether there is still any plan to fol- 
low any such procedure as that as part of their supply of basic 
material ? 

Mr. Ccockerr. Not in the immediate proposal. That is another 
step which comes later. It does not constitute part of the present 
proposal. 

Mr. Mace, Mr. Chairman, I think I can clear part of your question 
up by saying that when originally presented to NSRB, it contained 
two proposals. One, this one, and a second one, what they called 
their expansion project which was, I think, contemplating 600,000 
tons a year. 

That is memory now, I am not sure of it, but it was a much larger 
amount, and that was based on the Krupp-Rehn process. 

Mr. Harpy. Assuming that they had a source of basic material, 
you might not have given adverse recommendations on this particular 
matter / 

Mr. Mace. I did not get that question. 

Mr. Harpy. I said assuming that the plant had a source of its basic 
raw materials, your recommendation might not have been adverse / 

Mr. Mace. Right. 

Mr. Harpy. Actually your recommendation was not strongly ad- 
verse anyway. It was simply expressed negatively, I believe. 

Mr. Casey. Did you make your study independently of Mr. Mace’s 
study, Mr. Crockett ? 

Mr. Crocketr. Yes, sir. 

Mr. Casey. And do I construe your comments today as not giving 
much weight to the comments of the Ebasco Services, Inc., report on 
the item of scrap supply? Were you conscious of what they said in 
that report? 

Mr. Crockett, No; I was not conscious of it, and it would not have 
made any difference if I had been. The steel at that time was very 
short. We knew we were increasing open-hearth furnaces, the scrap 
situation would get worse. 

Mr. Casey. To whom did you make your recommendation, Mr. 
Crockett? 

Mr. Crockett. I wrote a memorandum and I think it was sent to 
Mr. Shannon who was in charge of materials. I do not know whatever 
happened to it. 

Mr. Casry. Mr. Zimmerman, did you have occasion at some time to 
make a study of this Green River Steel case / 

Mr. ZimMerMAN. I did. 
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Mr. Casey. Would you give us a brief summary of your bhack- 
ground, please? 

Mr. ZiMMERMAN. I started out with the Federal Deposit Insurance 
Corporation as an assistant bank examiner in 1933, and I was pro- 
moted over the years until finally in 1942 I was made supervising 
liquidator in charge of all the bank liquidations throughout the 
United States, and I was also a member of the Board of Review of 
the FDIC and the committee on liquidations which were policy-form- 
ing boards for the Board of Directors. 

I left the Corporation in 1947 to enter a firm of investment counsel 
in Chicago where I stayed until 1949, and left to promote a private 
business, and failing at that, I joined the DPA or then the National 
Security Resources Board in November of 1950. 

Mr. Casry. And did you make some recommendations with respect to 
this Green River Steel Corp. ? 

Mr. ZrmmMerMan. I recommended that the loan be denied. 

Mr. Casey. And are your views encompassed in a memorandum ¢ 

Mr. ZrmMERMAN. Yes, sir. 

Mr. Casry. Of January 26, 1951? 

Mr. ZrmmMerMAN. I do not believe the memorandum had a date on 
it, at least my copy does not, but it was written about that time. 

Mr. Casey. To whom was it addressed ? 

Mr. ZIMMERMAN. Well, it is not addressed to anyone, Mr. Casey. It 
is what we call a loan format which is a review of the case. 

Mr. Casey. Would you summarize briefly your reasons for recom- 
mending adversely in this case? 

Mr. ZimMerMAN. My reasons were predicated primarily upon the 
evidence you have just heard concerning the scrap situation, and I 
felt that in view of that situation, this sort of a loan would be a 
detraction from the defense effort rather than an addition to it, and if 
that opinion is correct, then I felt that the loan did not come within 
the scope of the Defense Production Act of 1950, nor within the 
policies and criteria established to carry out the purposes of that act. 

Mr. Casey. Would you read, Mr. Zimmerman, the paragraph en- 
titled “Conclusions and Recommendations” in that? 

Mr. ZrmMerMAN. I just discovered I left my glasses in my office. 
May someone read this for me? 

Mr. Casey. I will read it, and you correct me if this is not your 
recommendation. 

Mr. ZimMERMAN. Yes, sir; I can follow it generally. 

Mr. Casey (reading) : 

We conclude that since the building, equipping, and operation of the plant 
will cause a further and unwarranted strain on the rapidly dwindling supplies 
of building materials, equipment, transportation, manpower, raw materials, 
electrical energy, and so forth, without an over-all expansion of the capacity of 
the steel industry, it does not conform with several of the “must” loan criteria. 

Namely, it does not increase capacity, the purposes desired can be accomplished 
in another manner, there is definite reason to doubt that the factors of produc- 
tion will be available and feasible, the competency of management is seriously 
questionable, and finally the operation is more apt to increase current and pros- 
pective shortages than to alleviate them. 

Lacking such conformity the loan does not, in my opinion, come within the 
intent and purposes of section 302, title III, of the Defense Production Act of 
1950. It is, therefore, my recommendation that the loan application be rejected. 


Mr. ZimMerMAN. That is correct, sir. 
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Mr. Casgy. Do you have anything further to add to your recom- 
mendation ? 

Mr. ZimMerman. No, sir. 

Mr. Casey. Mr. Perkins, did you have occasion to consider this case 
at some time? 

Mr. Perkins. Yes, sir; I reviewed the reports of Mr. Zimmerman 
and the application and all exhibits that were in the file, and Mr. 
Mace’s memorandum, and I came up with practically the same con- 
clusions. 

I was not in a position—I did not feel at any time that I could 
recommend the loan, but I did feel that there were two or three favor- 
able factors, possibly in the interest of national defense, so the 
story should be told to somebody of higher authority to make a policy 
decision. I first reviewed it with Mr. Woodside, my superior, and 
he, I believe, agreed that he did not wish to recommend this loan, 
and that we would take it over to Mr. Gibson who then was Deputy 
Administrator. 

Mr. Casey. Mr. Woodside, ‘you did not take any position on this 
loan; is that so? 

Mr. Woopsine. That is not quite correct. The Green River and the 
Hazleton cases were received by us from the Department of Com- 
merce, I believe, on the same date. It was around the latter part of 
January, the 19th or 20th, somewhere in there. 

As has been testified here before, the Hazleton case was assigned 
to one Mr. Craven, who examined it. This case was assigned to 
Mr. Zimmerman. Mr. Zimmerman completed his report and that 
report would have, together with a memorandum of other members 
of the staff who had worked on the general problem and the specific 
problem, been the basis for a discussion among ourselves leading to 
the preparation of a formal report and recommendation to the Deputy 
Administrator. 

That was not done. We had informal discussions among our- 
selves dealing with our own views on the matter, Commerce’s recom- 
mendations, and the RFC report. 

It is my recollection that both Commerce and Mr. Gibson’s office 
in the week following the Hazleton case urged that the Green River 
case be presented for ; action, so instead of preparing a formal report 
on this case, we took the case to Mr. Gibson’s office, made an oral 
presentation of it, and it is my recollection that I indicated to Mr. 
Gibson not only that there were many questions here which raised 
doubt as to whether the loan should be approved, at least at that time, 
and further that in light of the applications then on file for addi- 
tional steel production, it seemed to me to be a real question as to 
whether there was any necessity for a Government loan to any opera- 
tion of this nature at that stage of the program, and that is the extent 
of our participation in the decision. 

Mr. Casey. Would you carry that description of what happened 
forward to indicate to us how it happened to be approved by Mr. 
Gibson ? 

Mr. Woopsiwe. Mr. Gibson was the certifying authority, the Deputy 
Administrator of DPA who had been delegated by Mr. Harrison to 
certify loans. He indicated a familiarity with this case and the gen- 
eral problem, and a willingness to follow Commerce’s recommendation. 
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Mr. Casry. In other words, it is more or less similar to what 
happened in the Hazleton case ? 

Mr. Woopsme. Yes, sir. 

Mr. Casey. How long a conversation did you have with Mr. Gibson 
at the time it was approved ¢ 

Mr. Woopsine. Well, now, this is just memory. I would say we 
were with Mr. Gibson discussing this case perhaps an hour at the most. 
You can check me on that. 

Mr. Perkins. That is correct. 

Mr. Woopsipr. I think both of these gentlemen were present. 

Mr. Perkins. Yes. We had several other cases to present. I 
do not recall whether this came first or the other. About a half an 
hour all told, so probably this case got 20 minutes to half an hour. 

Mr. Casry. Do I understand that Mr. Gibson indicated he had 
some knowledge of his own concerning this case ? 

Mr. Woopsipe. He indicated a familiarity with the application and 
the company’s general proposition. 

Mr. Casry. Did he indicate a disposition to approve this loan with- 
out further consideration of it ? 

Mr. Woonsipr. He listened to what we had to say. He relied, I 
think, upon Commerce’s formal recommendation which we had with 
us. 

Mr. Harpy. I want to ask Mr. Perkins a question. Mr. Perkins, 
you said there were some favorable factors. In order that we do 
not get just one side of the picture, would you be good enough to tell 
us what the favorable factors were, which apparently we have not 
gotten into the record as yet. 

Mr. Perxtns. I had a little note in the file which I was ready to 
present to Mr. Gibson when I went over there, as to the favorable 
aspects. I said that it would produce certain needed steel, although 
there is some question as to established plants being able to produce 
the same amount. 

In other words, this Defense Production money is not supposed to 
be used to increase facilities if the same production can be secured 
by already existing facilities. I felt without question, I believe, the 
armed services needed alloy and other special quality steels. There 
was also the aspect that General Electric, Billings & Spencer, and 
Caterpillar Tractor all expressed their need for the product. 

Utilities were said to be available, transportation, both rail and 
river, were available. I think those were the favorable sides of the 
question. 

Mr. Harpy. Thank you, Mr. Perkins. 

Mr. Meaper. Mr. Perkins, you say the same product could be pro- 
duced by existing facilities ? 

Mr. Perkins. Yes, sir. 

Mr. Meapver. Shouldn’t that end it, then? 

Mr. Perkins. I said if the additional need, the expanded need, 
could be produced by other existing facilities elsewhere, the money 
should not be put in here. 

Mr. Meaper. As I listened to your statement of the favorable fac- 
tors, I thought you said that there was a question whether or not 
the product proposed to be produced at this plant could be produced 
elsewhere by facilities already existing. 
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Mr. Perkins. There was some question; I mean there was some 
feeling that other already existing facilities were available to produce 
this steel by expansion of their own. 

Mr. Mraverr. I understood Mr. Mace’s testimony and Mr. Crockett’s 
testimony to be that there were existing facilities which were presently 
absorbing all of the scrap that would be used in this proposed new 
plant. 

Mr. Perkins. I think what I intended to imply was that this scrap 
that would have gone into this plant could have been diverted to other 
existing facilities and thereby increased the production in facilities 
already existing by diverting this scrap over there instead of creating 
a new plant. 

Mr. Meaver. I understood Mr. Crockett and Mr. Mace’s testimony 
to indicate the establishment of this plant would not increase the steel 
output at all because the limiting factor was not plant capacity but 
scrap, and you cannot make any more steel unless you have additional 
scrap, and so they were positive that this plant would not increase 
the product for the defense effort. 

Now, you seem to have some question about it, and I was wondering 
on What you based it, if you did not base it upon the testimony that 
these two gentlemen gave. 

Mr. Woovsipe. May I try to answer that, if you please. 

As I recall the application, it was one of the purposes of the company 
to produce alloy steel, and alloy steel produced in that area, as I under- 
stand it, would have served a need. 

In other words, while your electric furnaces do not produce any net 
increase of steel ingots, the proposal to use the product of this company 
for making alloy steel, I think was one of the favorable factors which 
Mr. Perkins had in mind. 

Mr. Meaper. That makes me go back to Mr. Mace and Mr. Crockett. 
Would this plant produce a different character of steel product than 
presently exisiting facilities, utilizing the same scrap / 

Mr. Mace. The applicant anticipates that would be the case, but 
the greater demand in that area is for the conversion of that scrap 
into small angles and bars, and so forth, that are used in the area. 

There is undoubtedly some market with the military for low-alloy 
steels that could be produced by such a set-up, but when it comes to 
the high alloys, their processing equipment would go into a much 
larger investment, and I do not think it was seriously anticipated from 
what I saw in the application. 

Mr. Harpy. You recognize that there would be value in increasing 
the output of the alloy, even though it might have to take away from 
some of the total supply of the basic material ? 

Mr. Mace. Well, if that anticipation was realized, yes, but I am not 
so sure that they are not depending more on satisfying the demands 
of their local community rather than shipping it great distances to 
compete with other mills, 

Tam not a market expert, so I am getting a little out of my field, 
but there is one point I do want to mention. That is, in considering 
that one of the favorable items was the improvement of the geographic 
pattern from the point of production. 

Mr. Harpy. You would agree with that ? 
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Mr. Mace. And the lessened vulnerability from atomic attack, but | 
did not say anything about it because that is canceled out by the un- 
certainty as to when they would be in production. 

Mr. Harpy. Assuming that they got into production at a reasonable 
time, that would be a worth-while factor ? 

Mr. Mace. Yes; but from the defense standpoint if you do not get 
your equipment to produce the steel, it will not be worth much for 
defense. 

Mr. Harpy. You could make that same point, could you not, with 
respect to any plant expansion ? 

Mr. Mace. To many of them. We are expanding now way beyond 
what we are going to get our electrical equipment for in time if we 
should have any early 

Mr. Harpy. But the question of availability of equipment would 
not necessarily apply to this particular plant any more than that of 
any other? 

Mr. Mace. That is right. 

Mr. Casey. Mr. Chairman, I understand that Mr. McCoy would 
like to come forward. Did you have some information on this point, 
Mr. McCoy? 

Mr. McCoy. Mr. Chairman, since the weight of the disapprovals 
were registered here by the DPA personnel and seem to hinge upon 
the requirements for special alloy steels that could be produced from 
such a plant and also the drain upon the scrap supply, I thought we 
might contribute our views on that matter. 

First of all, our own analysis was predicated on the fact that this 
plant would produce alloy steels which would be useful in the defense 
effort and which we so stated, and the condition of the loan which 
was later made was that the facility would produce those special steels. 

One of our problems in NPA now in connection with the allocation 
of steel for. the defense effort is the great impact on special alloys 
and probably it is the tightest situation in the whole steel picture—is 
the provision of the alloy steels which are required in much larger 
quantity in defense periods than they are normally in peacetime, so 
that there is a need, in our opinion, for new electric furnace capacity 
to produce the kind of steel that only electric furnaces can produce. 

Mr. Harpy. You would take that position notwithstanding the fact 
that whatever basic raw materials are required for the operation of 
this plant must be drawn from other facilities now using the same 
materials ? 

Mr. McCoy. I certainly should, with respect to the scrap supply 
and the drain that this would make on scrap that would normally flow 
to other sources; that is quite true. 

Mr. Harpy. And you do not think it is particularly significant that 
Mr. Friedman in his memorandum that was discussed awhile ago 
did not refer to the fact that the scrap which would go to this par- 
ticular plant would reduce by that amount that which is now going 
somewhere else? 

Mr. McCoy. It would have some effect, Mr. Chairman, but re- 
member this: That we have certified already something like up to 
116 or 117 million additional ingot-tons, and that all of that new 
capacity requires scrap, even one of the largest new facilities, new 
integrated facilities, has a ratio of 1,800,000-ton ingot with only 
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1,000,000 tons of pig iron to go with it, which means that that new 
facility will require roughly about 50 percent of its basic metallics. 

Mr. Harpy. Then, do I understand that the basis of your position 
is that to use the limitation on scrap supply as a deterrent to the grant- 
ing of this loan would be singling this loan out because the same factor 
would apply to all of them? 

Mr. McCoy. Apply to all of them, yes, sir; and, therefore, if we took 
the scrap situation as the guiding factor, we could not have certified 
any of the other facilities if we rested the case entirely on that basis. 

Mr. Casey. Mr. Crockett, do you have anything to say to that? 

Mr. Crocxerr. The production of alley steel is dependent not so 
much upon the facilities to produce them but on the necessary strategic 
alloy materials, which is now a very pressing problem, and as far as 
the other expansions that are being made, they are supposed to bring 
them out in balance with increased iron production. 

You cannot possibly generate the ingots that are required on the 
basis of adding scrap in the normal supply that we used to have, and 
to do that you have got to provide blast furnaces to make pig iron, 
and you do not use pig iron in an electric furnace. 

Mr. Cassy. Do I understand that in the great majority of expan- 
sion of our steel facilities that is covered by these other certificates, 
they are contributing an increase to our total steel supply in the sense 
that there are other components being used besides scrap, whereas in 
this particular case scrap is the sole component to be used by reason 
of the fact an electric furnace is employed ? 

Mr. Crockett. To increase ingot production to the tonnage desired, 
it will be necessary to construct additional blast furnaces which will 
use iron ore and coke, and that forms a metallic which may go into a 
Bessemer converter or into an open hearth, and in that open hearth 
they would use all the scrap available. 

On the new schedule they will be using iron at a ratio on the open- 
hearth way in excess of what it ought to be for satisfactory work, but 
they cannot help that, so that the program that is being developed, 
they are now bringing in blast-furnace programs and supporting that 
with the necessary coke ovens to melt the ore that goes in the furnace 
to make pig iron. 

Mr. Casey. Then you perceive a diflerence between the relationship 
of our scrap supply to the approval of these other facilities than in 
the case of the Green River? 

Mr. Crockerr. If they had to, they could make steel out of all pig 
iron. It would not be desirable, but that would be the top limit in 
this case. 

In the other case it is essential to have scrap. That is the raw mate- 
rial that the electric furnace uses. The open hearth works on pig iron 
and scrap to the extent that it is available. 

Mr. Casey. Mr. Chairman, I am going to ask that there be made 
part of the record at this point the report of the Ebasco Services, Inc., 
dated April 5, 1951, copy of which has been furnished to us. It is 
addressed to Mr. Brownlee O. Currey, president, Equitable Securities 
Corp., in Nashville, Tenn. 

Mr. Harpy. Without objection, it will be made a part of the record 
at this point. 
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(The document above referred to is as follows :) 


EsAsco SErvIces, INC., 
New York, N. Y., April 5, 1951 
Mr. BROWNLEE O:; CurRREY, 
President, Equitable Securities Corp., 
Nashville, Tenn. 


Dear Mr. Currey: This memorandum is for the purpose of confirming the ip. 
formation transmitted to you yesterday by telephone regarding our tentative 
conclusions on the Green River Steel Co. project at Owensboro, Ky. The concly 
sions both by telephone and in this memorandum must be qualified by the state. 
ment that they are based on the findings of our study thus far and are subject 
to modification as the study proceeds. However, the major conclusions are reaso| 
ably final and any modifications in the final data will be relatively minor ip 
character. 

Based on the findings of our study thus far, the following are our tentative 
conclusions as to major points of the Green River Steel project: 

Scrap supply.—There is reasonably good assurance of an adequate supply of 
scrap based on statements of seven large scrap dealers. Scrap supply, which is 
tight now, will be aided by Government allocation, by favorable location freight 
wise, by availability of so-called free scrap in the area, and by ability to use 
lighter grades of scrap than other mills. 

Other raw materials—Adequate supplies of other required raw materials 
Seem to be assured. Fuel and water supply are adequate. 

Transportation facilities —Excellent rail and water transportation facilities 
will be available. 

Labor supply.—An adequate supply of nonskilled and semiskilled labor js 
available in the area. Skilled labor can be trained or brought in. 

Plant site-—Examination of the plant site indicates it to be satisfactory in 
every respect for the projected plant with ample room for future expansion. 

Power supply.—The steel plant would have a maximum demand of twenty to 
twenty-five thousand kilowatts and the nature of the load is such as to caus 
wide swings in demand on the supplying utility. A firm contract for supplying 
the necessary power has not yet been consummated although the Owensbor 
municipal utility, municipal officials, and the chamber of commerce have indicate 
that adequate power on satisfactory terms would be made available. Such : 
firm contract for adequate power should be executed promptly. 

To supply adequate power, the projected 30,000-kilowatt generating unit of 
Owensboro municipal utility should be in operation before the steel plant i 
completed. Also, the utility would have to add some auxiliaries to enable simul 
taneous operation of the present three 7,500-kilowatt generators. Continua 
tion of the tiein line with Kentucky Utilities Co. would also be necessary ¢ 
take the swings. 

It would be advantageous if the utility would own, operate, and maintai 
the necessary power lines and transformer stations and provide any specia 
equipment necessary and be compensated for same in the power rate. 1) 
pending on the electrical characteristics of the load and the method of oper 
tion, special corrective equipment might be necessary ranging up to $500,004 
in cost. 

3ased on information to date, it is probable that the 30,000-kilowatt unit coull 
be installed prior to the completion of the steel plant and there is good indica 
tion that a satisfactory contractual arrangement for adequate power could | 
made. 

Markets.—The projected plant would produce 12,000 tons of finished product 
per month, the products being ingots, blooms, billets, and bars. There seenis t 
be no question that a large market for these products exists in southern Indian 
southern Illinois, Missouri, northern Tennessee, and Kentucky, In fact, the" 
appears little doubt that the full output of the plant could be sold under com 
petitive conditions even if the defense effort were slackened somewhat. 

Production method.—The method proposed fer making the steel products 
economical and will function satisfactorily. The plant and equipment as (4 
signed are modern, up to date, and incorporate the newest techniques. 

Construction costs.—At present quoted prices the plant could be built { 
approximately $8,000,000 including land, buildings, and all equipment but « 
eluding interest during construction, organization expense, and any correct! 
electrical equipment. The use of good used equipment, if obtainable at 1! 
time of construction, might reduce costs by $500,000. 
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Financing.—It is understood that the Reconstruction Finance Corporation 
has granted a loan to Green River Steel Corp. of $3,556,126, contingent upon 
the borrower raising $2,000,000 working capital from private sources. It is 
also understood that the National Production Authority has granted a loan of 
$5,000,000 contingent upon the above loan from RFC. It is further understood 
that a certificate of necessity has been granted permitting accelerated amortiza- 
tion of 85 percent of the plant cost over a 5-year period. The above factors 
were given cognizance in appraising the project as to financing and economic 
feasibility. 

Farnings.—Vased on present selling prices and costs, the revenues, expenses, 
and earnings would be approximately as follows: 


Gross sales htt ne etd AA : — $24, 000, 000 
Production costs... —___ ‘ de Sroka 15, 000, 000 


Gross income___. 9, 000, 000 


Other deductions: 
Selling and administrative expenses ‘ ; beinin ddd SLOG; HOO 
Depreciation (accelerated and normal) ———__ ’ 1, 600, 000 
Interest __- és sees Rh 5 Ree : 425, 000 
Other expenses including property taxes_ 675, 000 


Total__ ia bay Fe: : 4, 500, 000 


Income before income taxes__. AS est, Ga eS ee TO MMR 
Ustimated Federal and State income taxes at composite 60 percent — 
| ene “ n y > 700, 000 


Net income after taxes___ 2 ed : 1, 800, 000 


The above earnings are before any possible renegotiation, the effect of which 
is unknown at this time. 

Cash situation.—Based on the above estimates, cash would be generated in a 
normal operating year during the first 5-year period roughly as follows: 


Cash from earnings_______--__- Tae be tt 5. ee HOO 
Cash from depreciation reserve ___—-___ A : ; __ 1,600, 000 

Total cash__ 2 =a : 3, 400, 000 
Amortization of Government loans- Zee ore ae MeS DLs i. ' 17400, 000 


Net cash available____._-- : tae ; _ 2,000, 000 


Working capital.—Preliminary estimates indicate that at least $2,000,000 would 
be required for initial working capital. 

Economic feasibility —Based on data and tentative findings thus far, the 
project appears to be economically feasible. The estimated potential return 
appears favorable compared with the business risks involved. 

We are proceeding to complete our study and will submit a formal report upon 
completion. Our final report may modify and refine the data somewhat but 
we believe the conclusions herein are reasonably final approximations. 

Very truly yours, 
F. W. OHLEs, Business Consultant. 

Mr. Casey. I also would like to read imto the record at this 
point information furnished to a member of the staff by Mr. Hensley 
of the Green River Steel Corp., which encompasses the latest informa- 
tion available as to the financing of this corporation. 

Mr. Harpy. Go ahead. 

Mr. Casey (reading) : 

Mr. Hensley called at 3:45, April 18, 1951, to offer to furnish us with any 
further information we need on Green River Steel. He said that they had a 
commitment for the junior financing and they are starting construction this 
week. Equitable Securities Corp. will get 20 percent of the stock, Williams 
and Hensley will get 20 percent each, and a group of investors will get 40 percent. 

These investors will be headed by Equitable (which will also have an interest 
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in the investors’ 40 percent), and will contribute $2,500,000. Mr. Hensley said 
that DPA had notified him that the loan certificate will not be amended to allow 
any payment of principal or interest on the junior financing. 

Mr. Woodside, it is true that at the time this loan was approved the 
promoters had no paid-in capital in the corporation ? 

Mr. Woopsine. That is my recollection, but I have not looked at that 
file in weeks, so do not hold me to it. 

Mr. ZimMERMAN. That is true as far as we knew. 

Mr. Casry. Now I have no further question on the Green River 
ean Corp., Mr. Chairman, but I have one further question I would like 
to ask. 

Mr. Harpy. I think in order to clear this whole picture up, is it 
correct that the loan was approved, one loan was approved by DPA 
and one by RFC? 

Mr. Woopsipre. That is correct. RFC money went in ahead of ours. 

Mr. Harpy. Do you have the figures? 

Mr. Woopsipgz. I do not. 

Mr. ZimMerMAN. Yes, sir. RFC put in $3,556,126. Our loan was 
$5,000,000. 

Mr. Harpy. That made a total of something over $8,000,000, and 
these loans were predicated on the securing of $2,000,000 equity capi- 
tal by the organizers; is that correct ? 

Mr. ZrIMMERMAN. $2,000,000 of private funds; yes, sir. 

Mr. Harpy. Which were not to bear interest, or to otherwise be a 
drain on the corporate resources ? 

Mr. ZrmeRMAN. That is correct. If funds came in in the form 
of a mortgage or a loan or bonds, they were to be subordinate to both 
of these loans, that is, to both Government loans. 

Mr. Harpy. And, in any event, they could not bear interest ? 

Mr. ZrmMerMAN. Well, they could accrue interest but could not 
pay it until we are paid out in full. In other words, they were in 
a subordinate position to ours. 

Mr. Harpy. Of course, the securing of $2,000,000 equity capital 
meant that there would be about 20 percent, total investment would 
be about 20 percent privately owned. 

Mr. ZimMeERMAN. Yes, sir. 

Mr. Harpy. Now, that may or may not be a good proposition, but 
just as a matter of policy and without any specific reference to this 
loan, what would be the effect on inducing private capital to put 20 
percent of the funds into an enterprise of which the Government had 
put up 80 percent? Would that be relatively a good deal from a pri- 
vate standpoint ? ' 

Mr. Woopsiwwe. The certificate of necessity and a commitment for an 
RFC loan and a Defense Production loan would seem to me to pro- 
vide quite an incentive for the addition of that amount of capital if 
they had any faith at all in the project. 

Mr. Casry. Mr. Woodside, es you said that RFC was putting in 


314 million before your 5 million, you did not really mean that that 
money was to be used before your 5 million ? 

Mr. Woopswe. Used first? No; I meant that it had a senior position 
to ours. 

Mr. Casey. Mr. Woodside, are you familiar with the memorandum 
of understanding dated April 9, 1951, with respect to the functions of 
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DPA in approving transactions under section 302 and 303 of the De- 
fense Production Act? 

Mr. Woopstnr. I have seen a copy of it, gotten a copy of it; yes, sir. 

Mr. Casry. Do you have any comments to make with respect to it? 

Mr. Woopsipz. I would prefer not to make any, if you please, sir. 

Mr. Casey. Could you tell us, in substance, what it does? 

Mr. Woopsipr. I am not sure what it does. 

Mr. Casey. What does it appear to do? 

Mr. Harpy. I think we had better know what we are talking about, 
so, Mr. Casey, will you read into the record this document and identify 
it as best you can? 

Mr. Casey. This is entitled, “A Memorandum of Understanding,” 
dated April 9, 1951, on the subject: Responsibilities for Procurement 
of Metals and Minerals Under Section 303 of the Defense Production 
Act of 1950. 


Present: Messrs. Gibson, Farrell, Wild, part-time, Morgan, Dirksen, and 
Gaynor. 

1. It was agreed that consideration and recommendations on metals and min- 
erals projects under section 308 are the primary responsibility within DPA of 
the Office of Staff Service. Included therein is the necessary liaison with the 
appropriate delegate agency (usually DPA). 

2. It is the responsibility of the Office of Resources Expansion to process re- 
quired financial certifications under section 302 and/or 303 of metals and min- 
erals projects which are recommended by the Office of Staff Service. Included 
therein are the certification to the General Services Administration or other 
fiscal agency and the maintenance of the necessary financial records. 

3. Mr. Gibson will prepare a letter for General Harrison’s signature to DMA, 
setting forth the latter’s responsibility for negotiating the best possible deal for 
metals and minerals procurement. The Office of Staff Service will review the 
proposed programs and specific projects for eligibility under section 303 and 
general conformity to requirements and policy. 

4. Mr. Gibson will approve the proposed copper program as essential to the 
defense effort, considering the long-term aspects of certain contracts. Addi- 
tionally, he will forward copies of counsel’s memorandum to the effect that such 
programs may be included under the Defense Production Act. 


Mr. Harpy. Is that the memorandum that you understood Mr. Casey 
had reference to? 

Mr. Woopstpe. Yes, sir. 

Mr. Harpy. You have seen a copy of that memorandum ? 

Mr. Woopstpg. Yes, sir. 

Mr. Harpy. And you say you are not sure that you understand what 
the memorandum does? 

Mr. Woopsipg. Well, there is reference to 302 in the memorandum, 
which leaves me in some doubt as to just what is intended by that 
paragraph. Section 302 has to do with loans; 303 has to do with 
the procurement for Government use or resale of critical and strategic 
minerals and metals. 

Mr. Casey. Is there a possible interpretation of this memorandum 
that it is to remove from DPA the reviewing responsibility it now has 
in connection with 302 applications ? 

Mr. Woopsine. I would not want to say that. I would not want to 
have that conclusion drawn. 

Mr. Harpy. Who is going to have to interpret a memorandum for 
you to use it, Mr. Woodside? 

Mr. Woopsipe. Mr. Hardy, that memorandum came to me after the 
fact. I have not had an opportunity to discuss it with my superior. 


83530—-51———_22 
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It involves the relationship between two deputies of the Defeis 
Production Administration. 

Mr. Harpy. Well, maybe you misunderstood what I was driving yy, 
You are going to have to operate under that memorandum, are yq) 
not, or is it all completed ? 

Mr. Woonsive. The effect of the memorandum, as I understand jj 
so far as our office is concerned, is that we issue certifications fo 
funds under 304 of the Defense Production Act, of mineral progray 
upon the recommendation of Mr. Gibson, who is a Deputy Admini: 
trator. 

In other words, Mr. Gibson, the Deputy Administrator for Stat 
Services, has the job, over-all job, of the programs for critical ani 
strategic minerals and metals. 

General Farrell’s office, Deputy for Resources Expansion, has | 
tax amortization work and the direct loan work under 302 and will 
upon the recommendations of Mr. Gibson’s office, certify funds wider 
304 for projects approved by Mr. Gibson’s office under section 30), 
and it is not until that certificate is issued that the machinery for bor. 
rowing the money for the purpose intended can be set in motion. 

Mr. Harpy. And you are not sure of what this reference to section 
302 does to the job you have to perform ? 

Mr. Woopstpe. I am not sure whether that carves 302 loans out fro: 
under our operation or not. 

Mr. Harpy. And then the question which I asked you a while ag 
who would have to interpret that for you ? 

Mr. Woopsipr. Either General Farrell, Mr. Gibson, and, of cours, 
General Harrison, would have the last word. 

Mr. Rreutman. Do you have any idea why this memorandum wa; 
written, sir? 

Mr. Woopstpr. No, sir. 

Mr. Harpy. Well, thank you, gentlemen, very much. The con: 
mittee will adjourn now and we will resume our sessions Monday 
morning, and the witnesses that will be needed, if not already not: 
fied, will be notified before the day is out. 

(Whereupon, at 1 p. m., the hearing was adjourned, to reconvene 
on Monday, April 23, 1951, at 10 a. m.) 
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INQUIRY INTO THE POLICIES, PROCEDURE, AND PRO- 
GRAM INVOLVENG GRANTING OF CERTIFICATES OF 
NECESSITY AND DEFENSE LOANS 





MONDAY, APRIL 23, 1951 


Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON (FOVERNMENT OPERATIONS 
OF THE COMMITTEE ON EXPENDITURES 
IN THE Executive DerParTMENTS, 

Washington, D.C. 

The subcommittee met at 10 a. m., Representative Porter Hardy. 

Jr. (subcommittee chairman), presiding. 
Mr. Harpy. The subcommittee will come to order. 
Mr. Kirby, of the Treasury Department, will be our first witness. 


STATEMENT OF VANCE N. KIRBY, TAX LEGISLATIVE COUNSEL, 
TREASURY DEPARTMENT 


Mr. Kirsy. My name is Vance N. Kirby, and my title is Tax Legis- 
lative Counsel, Treasury Department. 

Mr. Harpy. Do you have a prepared statement ? 

Mr. Kirsy. Yes, I do, Mr. Chairman, and I would be glad to read 
it to the subcommittee. 

The Treasury Department is pleased to have the opportunity of 
appearing before this subcommittee to assist In any way it can the 
consideration being given to the matter of acceleration of tax amortiza- 
tion of defense facilities. 

This privilege was granted by the Congress in section 216 of the 
Revenue Act of 1950, and is now embodied in section 124A of the 
Internal Revenue Code. The underlying purpose of 5-year amorti- 
zation is to offer some means of protection taxwise to those engaged 
in defense production against possible postwar loss in value of plants 
and equipment necessary to the defense effort. It thus is intended to 
facilitate private expension of productive capacity, since, having such 
protection, producers of defense items will be less hesitant to invest 
funds in plant and equipment to be used in the defense effort. In 
operation it allows a corporation or businessman, constructing or ac- 
quiring facilities which are certified as necessary in the interests of 
national defense, to deduct over a period of 5 years for tax purposes 
such costs of the facilities as are attributable to defense purposes. If 
such facilities are sold, any gain is taxed as ordinary income to the 
extent that amortization has exceeded normal depreciation. 

In all three of the emergency periods confronting the United States 
in the past 40 years, emergency amortization for tax purposes has 
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been used as a means of encouraging private investment in defense 
facilities. It was first used in World War I, when there appeared to 
be some reluctance to expand such facilities without such encourage- 
ment. Thus, under the Revenue Act of 1918, in the case of facilities 
constructed or acquired on or after April 6, 1917, for the production 
of articles contributing to the prosecution of the war, or vessels to 
transport such articles, a reasonable deduction was allowed for the 
amortization “of such part of the cost of such facilities of vessels as has 
been borne by the taxpayer.” This deduction was not claimed cur- 
rently, but, upon request prior to March 3, 1924, the taxpayer might 
require a reexamination of the returns for the year 1918 through 1921 
to determine a proper amortization allowance. In the case of property 
sold or discarded, the amortizable amount was the difference between 
its cost, adjusted for depreciation, and its sale or scrap value. In the 
case of property retained, the amortizable amount was the difference 
between cost, adjusted for depreciation, and its estimated value to the 
oe in terms of its actual use or employment in his going business, 
such estimated value to be not less than sale or scrap value nor more 
than replacement cost. 

Once the amortizable amount was determined, it was spread back 
over the war years as an additional deduction against war income 
in those years. Those are the years 1918-21. This permitted the de- 
duction from such income of amounts which had been charged to 
capital but which actually represented values that were lost by the 
termination of the war conditions. Thus, any decision as to a cor- 
rect amortization allowance was postponed until the end of the emer- 
gency. Theoretically, this appears to have been a sound approach, 
since a judgment as to the value of any given structure 5 years from 
now can be more accurately determined after that date than at the 
present time. In practical operation, however, the provision proved 
unsatisfactory because of the great difficulties of valuation, the diffi- 
culty of the taxing authority determining whether the articles pro- 
duced contributed to the prosecution of the war, and delays from the 
accumulation of claims and the reopening of past returns. It re- 
sulted in much controversy and litigation. 

The Nye committee indicated in 1935 that “the fundamental difli- 
culty with amortization—is the impossibility of valuing the loss of 
usefulness in a plant constructed in wartime which a return to peace 
time conditions will involve,” and it recommended that no amortiza- 
tion allowance be permitted but Government loans substituted instead. 

The total figures are available as to amounts of amortization granted 
in World War I, but as of April 30, 1925, it was reported that allow- 
ances had been granted in the amount of $597 million. It is interesting 
to note that only in 1950 was the last case under this provision settled 
in the courts. 

As the defense needs became more clearly defined in 1939 and 1940, 
businessmen and industry again appeared reluctant to invest funds in 
defense facilities. Again it seemed that a tax-amortization allowance 
was necessary to induce the building of defense facilities. Serious 
pressure for a World War IT provision began in 1940 and the Advis- 
ory Committee of the Council on National Defense stated that sub 
stantial capital would not be invested in the construction of emergency 
facilities without such a provision. In its report on the First Revenue 
Act of 1940, the House Ways and Means Committee stated that pro 








ense 
d to 
age- 
ities 
tion 
S to 
the 
has 
Cur- 
ght 
921 
rty 
een 
the 
hce 
the 
CSS, 


ore 


ick 
me 
le- 

to 


CERTIFICATES OF NECESSITY AND DEFENSE LOANS 335 


posals for a special amortization as well as those for an excess-profits 
tax had been discussed in executive session and that. technicians had 
been instructed to work on the two matters. A special subcommittee 
of the Ways and Means Committee was also formed to consider the 
problems and to make recommendations. The amortization _legisla- 
tion which was subsequently enacted as a part of the Second Revenue 
Act of 1940 and which became section 124 of the Internal Revenue 
Code followed closely the report of the subcommittee. Special statu- 
tors rules regarding amortization were required since the Treasury did 
not otherwise possess such authority. 

It was also felt that the World War provision had been unsatis- 
factory. As a method of improvement, it was deemed preferable w 
fix definite rules in advance to lessen taxpayer uncertainty as to the 
fact and extent of tax relief. Thus, an arbitrary shortened period 
over future years during which accelerated amortization would be 
allowable was fixed. The determination as to the necessity of a facility 
was also transferred from the Treasury Department to those more 
familiar with defense problems. The authority to make such deter- 
minations was granted first to the Army and Navy and later to the 
War Production Board. 

As thus revised, the basic operational feature of the section was 
to determine the necessity for a war facility in advance and once 
such a determination had been made, to provide an assured write-off 
each year for 5 years. The write-off was authorized through the 
issuance of necessity certificates by the principal procurement agencies. 
If the facility ceased to be necessary, or if the emergency period were 
terminated, prior to the end of 5 years, any unamortized balance 
could be written off at the election of the taxpayer by recomputing 
earlier amortization deductions on the basis of the shorter period. 

Few important changes were made in the provision during the 
war years. The Revenue Act of 1942 extended the deduction retro- 
actively to individuals and partnerships, and the basic date for 
amortization was changed from June 10, 1940, to December 31, 1939, 
permitting certification for certain facilities constructed or acquired 
prior to the first public announcement of the policy. No other 
amendments of particular importance were made except for those in 
the Tax Adjustment Act of 1945, which provided for the speed-up 
of refunds resulting from the recomputation of deductions for amor- 
tization of emergency facilities. 

During the operation of the World War II provision approxi- 
mately 63,000 applications were filed with the certifying authorities 
and approximately 40,000 certificates were issued to an estimated 
4,500 taxpayers in a total amount of $7.3 billion. It is estimated 
that between 1940 and 1947, amortization deductions in the amount 
of $5.7 billion were taken by corporations. Of this amount, $1.4 
billion represents amortization estimated to have been taken in 1945 
and 1946 upon termination of the emergency period and spread back 
to the applicable years through amendment of returns already filed. 

In the aggregate, rapid amortization resulted in an approximate 
reduction in corporate tax for the years 1940-45 of $3.2 billion. 
Certifications by the Army and Navy were generally for 100 percent 
of the cost of the facility, while approximately 80 percent of those 
issued by the War Production Board, which became the certifying 
authority in 1944, were for 35 percent of the cost of the facility. 
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The general background of the present provision for accelerated 
tax amortization parallels that discussed with respect to the enact- 
ment in 1940. As a result of expanded requirements for national 
defense after Korea, the desirability of a provision similar to section 
124 was urged upon the Government. The subject was discussed 
during the hearings before the Senate Banking and Currency Com- 
mittee on the Defense Production Act of 1950. 

Chairman Maybank of that committee indicated that the subject 
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would not be considered by his committee but had been referred by he ; 
letter to the Senate Finance Committee, before which the Revenue _— 
Act of 1950 was then pending. The latter committee incorporated in aa 
its bill the provision which became the present section 124A of the Be 
Internal Revenue Code. 7 f 

The essential features of section 124A are similar to those of section *- 
124. The major differences are that no provision is made under the ; : 
present section for the speeding up of amortization upon the cessa- * 
tion of the emergency and the added provision that any gain upon ibis 
the sale of an amortized facility will be treated as ordinary income to we 
the extent amortization has exceeded normal depreciation. 7 

Under section 124A of the Internal Revenue Code, as under section ad 
124, the Treasury Department does not participate in the policy of e 
administration of the necessity certificate program. ‘This is by speci- © 
fic design, and. properly so, as that program is designed to facilitate nif 
the defense effort and thus is correctly in the hands of those persons Hh 


intimately concerned with defense. Man 

It will be recalled that one of the difficulties with the 1918 provision we 
was the problem of the Bureau of Internal Revenue attempting to 
decide what products contributed to the prosecution of the war al- 
though it had no technical expertness in the field. Thus, the statutory 
function of the Treasury Department is to receive the certificate when 
issued, match it with the particular return claiming an amortization 
deduction when filed, and verify the dates and costs of construction 
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or acquisition. The amortization deduction is, therefore, administra- T) 
tively considered as any other deduction by the Bureau of Internal a he 
Revenue. whic 


As a result of amortization corporations (and other businesses) V 
have the benefit of writing off against high income and excess-profits nll 
tax rates enacted during the emergency period the cost of facilities wha 
constructed or acquired and, where such property continues to have O) 
usefulness, of deferring taxable.income to the postemergency period 
when tax rates are expected to be lower. In future years, since the 
basis of such property has been reduced to zero by amortization deduc- 
tions, taxable income is higher than it might have been had ordinary orp 
depreciation been used during the entire length of life of the property. the § 
Direct tax benefits may therefore be realized by the difference in tax M 

rates during the period of amortization and those in effect after the nc 
5-year per iod. corks 

The gross tax saving indicated above must therefore be reduced M 
by the amount of future taxes payable over the artes iable life of the 
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fully amortized property. However, possible tax reductions after M 
the end of the emergency period should be taken into account in esti- and 
mating net tax savings, as occurred following World War IT when any 


the excess-profits tax was repealed and the income-tax rate reduced to M 
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38 percent for the year 1946-49. Corporations during World War 

| had the benefit of writing off their “emergency’ > facilities at a 
waximum excess-profits-tax rate of 95 percent ‘(less 10 percent post- 
war credit ) and sacrificed depreciation deductions at a rate of 38 
ercent in the postwar years. Subsequent rate increases have nar- 
owed this disparity but a substantial rate differential still remains. 

It is also frequently overlooked that rapid amortization, through 
the postponement until later years of possible tax liabilities as indi- 
ated above, afford other advantages to the taxpayer. That is, the 
taxpayer has the benefit of the use of funds otherwise payable to the 
Treasury under ordinary depreciation rates, tantamount to an interest- 
free loan from the Government for the useful life of the assets. Such 
enefits are in addition to direct net tax savings which might be realized 
by reductions in tax rates after the emergency period. Therefore, 
should tax rates remain indefinitely at their present levels, corporations 
vould still realize definite and predictable advantages in the post- 
pnement of taxes attributable to amortization through the interest- 
free use of funds. 

As a result of amortization, the Government incurs a revenue loss 
which reflects the value of this privilege to industry. It is not possible 
to forecast the aggregate amount of “necessity certificates which will 
be awarded, the percentage of amortization allowed, or the trend of 
future tax rates. 

However, on the basis of necessity certificates granted on or before 
March 23, 1951, on which $2,800,000,000 amortization is allowed, it is 
estimated that the decrease in income and excess-profits-tax habilities 
during the next 5-year period would be $1,500,000,000, at the present 
corporation rates. If the rates proposed by the Treasury are enacted, 
the immediate loss in revenue is estimated at $1, 700,000,000, Even 
higher rates in the future would of course increase this revenue loss 
vorrespondingly. 

Mr. Harpy. May I interrupt you there? 

The figures that you have given us on tax loss for the next 5 years 
s based upon the volume of certificates for accelerated amortization 
which have been issued up to March 23? 

Mr. Kirsy. Yes; since the statement was prepared we have esti- 
mated the immediate tax loss that will result from the applications 
which have been granted up to the present time, or up to April 13. 

On the basis of certificates granted on or before this later date, on 
which $3,370,000,000 amortization is allowed, it is estimated that the 
lecrease in income and excess-profits tax abilities during the next 
i-year period would be approximately $1,800,000,000, at the present 
corporation rates. If the rates proposed by the Treasury are enacted, 
(le immediate loss in revenue would be approximately $2,000,000 000. 

Mr. Harpy. The fact of the matter is there would not be much point 
in computing them too frequently anyway because of the rate of 
certificates being issued. 

Mr. Kirsy. That is correct. Even our most recent estimate is not 
completely up to date. 

Mr. Harpy. Until we get further along on our mobilization program 
and plant expansion program, it will not be possible to forecast with 
any degree of accuracy what the amount of tax loss will be. 

Mr. Kirsy. That is correct. 





338 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Because of the uncertainty over future tax rates it is not possible 
to calculate the ultimate loss to the Treasury arising from amortization 
deductions. In addition to an ultimate net revenue loss, the cost of 
the amortization program from the viewpoint of the Government in- 
cludes the interest on the tax revenues which would have been received 
in the absence of amortization. The cost to the Treasury of such 
postponements is measured by the average interest cost of Treasury 
financing for the average length of life of the amortized assets. 

It is pertinent to note that, in addition to its effect on revenue, tax 
amortization is also reflected on the expenditures side. Thus, in sec- 
tion 103 (f) of the Renegotiation Act recently passed by the Con- 
gress, deductions allowed under the Internal Revenue Code are also 
allowed as items of cost for renegotiation purposes. This automat- 
ically recognizes tax amortization as an item of cost. This was also 
true under the World War II renegotiation law. It has also been 
suggested that tax amortization be binding in Government contract 
pricing as well. This was not the policy in World War II, but it is 
understood that the matter is under consideration at this time. 

There is considerable opinion that tax amortization should not be 
recognized for other than tax purposes. For example, Representa- 
tive Eberharter last week introduced H. R. 3733 to disallow tax 
amortization as an item of cost in renegotiation. Tax amortization is 
a more or less arbitrary attempt, for tax incentive purposes, to allocate 
to defense income those items of cost which may be solely attributable 
to defense efforts and which may not be otherwise recoverable after 
the emergency period. Since it is arbitrary, and its inaccuracies may 
become apparent with the lapsing of time, it would not appear re- 
quired to carry its use into other areas. Thus, in the interests of 
economy in defense costs and the prevention of windfalls to those 
engaged on defense contracts, the administrators of the renegotia- 
tion law could take the possibility of postwar uselessness of a de- 
fense facility into account as an item of cost, using however, a more 
current year by year view of the situation rather than being bound by 
the arbitrary tax amortization allowance determined in the light of 
circumstances several years before. 

That completes my prepared statement, Mr. Chairman. 

Mr. Harpy. Thank you. 

I want to ask you, in connection with that last statement, do I 
take that to mean that the Treasury will suggest a consideration, 
or a review, of accelerated tax amortization in connection renegotia- 
tion? 

Mr. Kirpy. Well, I think that is a consideration that your com- 
mittee and the Congress should review very carefully. 

Mr. Harpy. Pursuing that a step further—then there is a Treasury 
view that certificates of necessity, themselves, might properly be sub- 
ject to renegotiation, as to a percentage ? 

Mr. Krrey. I am not sure whether your question is related to the 
tax effect of certificates of necessity or to renegotiation aspects of 
authorization. 

Mr. Harpy. Well, I am thinking about the tax effect. 

If a certificate of necessity is granted on an 85-percent basis, in 
line with the last comment in the statement which you read, what 
would be the Treasury’s position on perhaps renegotiating that cer- 
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tificate to determine whether the 85 percent originally fixed was a 
proper figure, or whether it should be increased or ‘reduced ¢ 

Mr. Kirpy. I believe the Department feels it would be undesirable 
to have a reexamination of a certificate after it has been issued for 
taX purposes. 

I would like to indicate we had a comparable experience under 
World War I, where the amortization was really reviewed only after 
the event, after the war had cet ased, and it was found extremely diffi- 
cult, and there was a lot of litigation, and as I indicated, the last 
court case was finally wound up in 1940. 

Mr. Harpy. Do I understand then from your statement you think 
it might be possible in renegotiating a Government contract, to take 
into account the unusual gains which the corporation made because 
of accelerated amortization / 

Mr. Kirsy. That is one of the things they could take into account, 
and I was particularly suggesting they might take into account the 
loss of usefulness of the facility at the end of the war period as it 
appears during the process of renegotiation rather than merely fol- 
lowing the tax amortization deduction as prescribed under the Inter- 
nal Revenue Code. 

Mr. Harpy. On page 7 of your statement you have pointed out that 
where a plant was amortized during the emergency period, fully amor- 
tized, at the conclusion of that period the taxes would be increased. 

Mr. Kirsy. That is correct, assuming the plant had postemergency 
usefulness. 

Mr. Harpy. Now. if your competitive situation is particularly keen 
at the conclusion of the emergency and plants are converted back to 
the domestic economy, if a plant had been fully depreciated, then the 
corporation owning that plant will be in an unusually favorable posi- 
tion with respect to its competition, will it not? 

Mr. Kirsy. You are entirely correct. 

Mr. Harpy. Then, if competition were keen, you might find him 
reducing his prices, thereby reducing his profits, and he would not 
have too much excess-profits tax to pay. At the same time, would 
he not force his competition to meet his prices, and might it not have 
the effect of actually reducing revenue rather than increasing it ? 

Mr. Kirpy. ?+ might well have that effect. 

Mr. Harpy. Might it not reduce the profits of his competitors to the 
point that the tax collected from those would be pretty sharply cur- 
tailed ? 

Mr. Kirsy. That might be true. 

Mr. Harpy. And he might not actually be paying any more taxes 
than he normally would and his competitors would be paying less. 

Mr. Kirpy. I have not followed that through on my own, but that 
sounds like a possibility. 

Mr. Harpy. As a matter of fact, in this whole program, there is a 
possibility if, at the conclusion of the emergency we find ourselves with 
an excess plant capacity, the fellow who built his plant during the 
emergency, who has it fully amortized, might actually disrupt our 
total economy by forcing out of business some of our old and long- 
established concerns. 

Mr. Kirey. I think that would have to be carefully watched. 

Mr. Meaper. I have only this question: Following the question the 
chairman asked you first, the possibility of renegotiating the amorti- 
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zation certificates themselves, do you have any views on whether oy 
not any certificates issued without any reservation of a right of re- 
negotiation could legally be renegotiated, or could that apply only 
to certificates issued after such a volicy were adopted ? 

Mr. Krirsy. In my opinion, which would be just an off-hand one, 
I would say that legally, for future tax years, we probably couli 
revise the amortization figure. 

Mr. Casey. Mr. Kirby, on the last page of your statement you in- 
dicate there is considerable opinion that tax amortization should not 
be recognized for other than tax purposes. Does the Treasury Depart- 
ment have any firm position on that ? 

Mr. Kirsy. No. I do not think at this stage the Department has 
taken a strong view on it. Renegotiation and contract pricing are 
probably areas in which the Department does not have a primary re- 
sponsibility, particularly in view of the fact we have no longer any 
procurement functions. 

Mr. Casty. Then your suggestion is that possibly the errors that 
naturally will be made in the fixing of the percentage originally could 
be corrected in renegotiation is merely a possible solution, and a sug- 
gestion made by the Treatur y Department? 

Mr. Kirsy. That is correct. I think that it is something which 
should be carefully reviewed by the Congress. 

Mr. Casey. And if that solution were adopted, would it not carry 
along as a necessary ally the proposition that some consideration 
should be given in contract pricing to the increased amortization ? 

Mr. Kirsy. I would think that renegotiation and pricing should be 
kept on a parallel. 

Mr. Casey. Going back to the World War I experience, is it not 
a fact that in pr actice the method adopted for fixing the accelerated 
or increased amortization resulted in percentage certific ates, so to 
speak ? 

Mr. Kirsy. Yes, it did. 

Mr. Casey. In other words, as I understand it, the practice was to 
allow as a deduction the difference between the original cost of con- 
structing the facility and its value after the war period. 

Mr. Kirpy. That is right, yes. 

Mr. Casey. And turning to the litigation that followed World War 
I, that litigation involved questioning the Treasury Department’s de- 
termination on the increased amortization. 

Mr. Kirsy. That is right. It was essentially a question of fact as 
to the value of the facility at the end of the war condition. 

Mr. Casey. Is it not a fact in fixing the percentage under the present 
law, the determination by the administrators of the program 1s final 
and conclusive upon the taxpayers ? 

Mr. Kirey. That is right. ‘There is no possibility for litigation a 
to the determination of the possible loss of usefulness of the difense 
facility. 

Mr. Casry. Could it not also be made a provision of the law that 
in connection with any readjustment of the percentage, either for tax 
purposes or renegotiation purposes, that that determination also could 
be made final and conclusive upon the taxpavers? 

Mr. Kirey. That is a distinct possibility, but I would suppose there 
are considerations on the other side. If the Congress should make a 
conclusive determination at the administrative level retroactive, the 
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taxpayer, or the defense contractor, may feel that he is being seriously 
injured whereas these determinations are prospecitve at the time of 
the granting of the emergency facility certificate. 

Mr. Casey. The result of the determination that was made under 
the World War I practice was essentially a determination as to the 
economic depreciation as distinguished from the physical deprecia- 
tion of the facility during the war period. 

Mr. Krirsy. That is right. 

Mr. Casey. Has the essential nature and purpose of a certificate of 
necessity changed in that regard ? 

Mr. Kirpy. No; I think that the present objective is really the same 
as the World War Land World War II provisions. 

Mr. Casey. In other words, under the practice and procedure at 
present, where a percentage is fixed in the amount of 85 percent for 
a steel company, that legally should represent a determination in ad- 
vance and as accurately as possible under the circumstances that that 
facility will be 85 percent depreciated economically at the end of the 
5-year period. 

Mr. Kirsy. Yes; that is right. 

Mr. Casey. Could you explain the statement you made that the 
Treasury Department does not have the authority without the assist- 
ance of section 124A to allow increased amortization of a facility ? 

Mr. Kisry. Well, the Internal Revenue Code permits a reasonable 
allowance for depreciation. In the case of defense facilities, the ques- 
tion is whether this facility is going to be useful after a certain period, 
the duration of which no one knows. Within the meaning of the de- 
preciation provision, it would not be reasonable but just guesswork to 
allow a deduction for the loss of the useful value of such a facility by 
reason of the termination of that period. 

Mr. Harpy. Is not that the way the depreciation is determined now ? 

Mr. Kirsy. Yes. 

Mr. Harpy. You do not want the Treasury Department to do it ? 

Mr. Kirsy. 1 was going to say that is determined under this special 
provision allowing such a determination to be made by the proper 
defense authority. 

Mr. Harpy. That is correct. 

Mr. Kirsy. To make the determination. 

Mr. Harpy. Under the statute under which you operate, you could 
make an interpretation of a reasonable percentage for amortization, 
could you not, which would be just as liberal as was being made under 
this provision ? 

Mr. Kirsy. No; I do not think so, Mr. Chairman. 

Mr. Harpy. I do not blame you for wanting to get out from under 
it, but Iam just trying to figure out what the legal possibilities are. 

You can get any kind of legal determination that you people look 
for in this type of thing, and I do not blame you a bit for wanting to 
wish it off onto somebody else, but from the standpoint of actual legal- 
ity, would it not be possible for you to make the determination that 
in the case of defense plants accelerated amortization is permissive ? 

Mr. Kirpy. It is a serious question; however, in three emergency 
periods a special provision has been thought necessary. I think that 
we have to have some definition relating to defense facilities and grant- 
ing the allowance by reason of a “guess” as to a facility’s usefulness 
for defense only. 
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Mr. Harpy. You know that is what is being done under the specitic 
authority today ; this pricing is largely a guess? 

Mr. Kirpy. Yes. 

Mr. Harpy. And you just want the Defense Department, the NP, 
and the DPA to make that guess instead of the Treasury Department / 

Mr. Kirry. In addition to the necessity for a specific provision, | 
feel that they are better qualified to guess than we in this area of 
defense needs. 

Mr. Harpy. Inever thought that I would hear the Treasury Depart- 
ment questioning the qualification of their people. 

Mr. Kirsy. I might say that is just in the area of defense. 

Mr. Casey. Could you explain a little bit further concerning the 
recommendation of the Nye committee that Government loans be sub- 
stituted for the amortization allowances? 

Mr. Krrsy. I think their feeling was it would encourage defense 
work and that the use of loans might be a little more accurate and 
perhaps a less wasteful method than the use of amortization which 
also had then proved difficult to administer. 

Mr. Casry. They did not contemplate a situation where both amorti- 
zation and loans might be used to facilitate it ? 

Mr. Kirey. I do not think they did. 

Mr. Harpy. Does the Treasury Department have an official reaction 
to the practice that is currently being followed of granting certificates 
of amortization and then turning around and giving loans to finance 
the same plants? 

Mr. Krrsy. There is nothing I could scy officially on that. We 
have not fully considered it, and as I indicated, some of these things 
are really outside of our immediate jurisdiction. 

Mr. Harpy. Well, they may be outside of your immediate jurisdic- 
tion but you can control them 1n collecting the money ? 

Mr. Kirsy. That is right. 

Mr. Harpy. You ought to have a right to know what effect they 
will have on the amount of money collected ? 

Mr. Krrsy. That is why we are extremely concerned that the Con- 
gress give full consideration to that problem. 

Mr. Harpy. Well, we appreciate having you point up some of these 
difficulties. 

Mr. Casry. Has the Treasury Department given some thought to 
what they think the effect would be of combining accelerated amorti- 
zation and DPA loans? 

Mr. Kirsy. It may be entirely unnecessary to give tax incentives 
where the loans are granted by the Government or modified by the 
Government. 

Mr. Casey. Let me put it this way : We would be interested to know 
whether you are giving any serious consideration to it, or whether they 
have given any consideration to it ? 

Mr. Krrry. I think that the Department at the present time is con- 
sidering it, but I would like to say again that is really somewhat out 
of our bailiwick. 

Mr. Harpy. What you are saying is that vou have not coordinated 
your thinking along that line along with the various new agencies 
sufficient. to be able to speak on it ? 

Mr. Krrsy. I cannot speak on it at the moment. 
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Mr. Harpy. I do not want to embarrass you, and we are just try- 
ing to point up the situation. 

Mr. Casey. Has there been any cooperation or coordination between 
the Treasury Department and the Defense Production in connection 
with this? 

Mr. Kirsy. Yes; if I may add, there is cn advisory board made up 
of members of the various defense agencies that consult with the 
Office of Defense Mobilization, and the Secretary of the Treasury is 
a member of this advisory board. 

Mr. Casry. On what matters is that committee advised ? 

Mr. Kirey. I think on most policy matters that are under consider- 
ation by the Office of Defense Mobilization. 

Mr. Harpy. Is it just advisory? 

Mr. Kirsy. I think they are fully active. 

Mr. Casry. Have they done any advising in the field of certificates? 

Mr. Kirey. I am not sure of that; I think they have. I would also 
like to say that the original regulations that have been issued by the 
NSRB were discussed with the Department. 

Mr. Harpy. That was only to determine whether regulations would 
be possible ¢ 

Mr. Casey. In these figures that you have given us as to the tax 
effect of these certificates of necessity for the next 5 years: I notice 
that the tax losses under the present rate seem to be approximately 
50 percent on the amount covered by the certificates ? 

Mr. Kirpy. Yes; or something like that. 

Mr. Casry. Is it reasonable to forecast these figures into the future 
so that if there were a $10 billion item of certificates issued there 
would be approximately $5 billion of tax loss? 

Mr. Krrey. Well, that is in the field of complete estimating, and 
that is the basis that was used in my statement this morning. 

Mr. Harpy. And now you are guessing, that was the figures you 
gave? 

Mr. Krirsy. Yes. 

Mr. Harpy. Would it be correct to say that using your own figures 
as a basis of the estimate, if $10 billion worth of certificates were 
issued we could assume a tax loss of $5 billion ? 

Mr. Kirpy. Yes; assuming the continuation of the present rate. 

Mr. Casey. Has that loss been taken into consideration in connec- 
tion with the request that the Secretary has made for a new tax bill? 

Mr. Kirny. Yes; I think that it has. We have made an estimate 
of the revenue needs, and it assumed the continuation of the present 
law, and of course section 124 is a part of the present law. 

Mr. Casey. It would be difficult to give much consideration to it in 
view of the completely unknown factors as to how many certificates 
are going to be issued ? 

Mr. Kirsy. Yes; that is one of the difficulties in making that sort 
of an estimate of either revenues or expenditures for the next 18 
months. 

Mr. Casey. You really do not know how much consideration was 
given to the tax loss under the certificates in estimating our needs 
in the new tax bill? 

Mr. Krirry. I know consideration was given; that was one of the 
factors in the estimate, which you must take into account in making 
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any sort of a determination as to whether there will be a deficit or a 
surplus, and how much. 

Mr. Harpy. Do you know whether the DPA has an estimate as to 
the total number and total amount of accelerated amortization cer- 
tificates in order for them to pass the estimate on ¢ 

Mr. Kirey. I do not know that; I have not been informed as to that. 

Mr. Casey. But it would be necessary to have some estimate of the 
number in order to intelligently give consideration to this tax loss 
from certificates ? 

Mr. Kirpy. I think that is right. 

Mr. Casry- I have nothing further. 

Mr. Harpy. Thank you very much, Mr. Kirby, for your statement. 

Mr. Kirsy. Thank you. 


STATEMENT OF HOWARD W. BORDNER, ASSISTANT COMPTROLLER 
FOR ACCOUNTING POLICY, AND WILLIAM B. FRANKE, SPECIAL 
ASSISTANT TO THE SECRETARY OF DEFENSE, DEPARTMENT OF 
DEFENSE 


Mr. Casey. Mr. Bordner and Mr. Franke from the Office of the 
Assistant Secretary of Defense. 

Mr. Harpy. Will you identify yourselves for the record. 

Mr. Franke. I am William B. Franke, Special Assistant to the 
Secretary of Defense. 

Mr. Borpner. Howard W. Bordner, Assistant Comptroller for Ac- 
counting Policy, Office of Assistant Secretary of Defense (Comp- 
troller). 

Mr. Harpy. Which one of you gentlemen is to testify ? 

Mr. Franke. Mr. Bordner will present the principal statement. 

This subject is so complicated that we felt that it would be helpful 
to the subcommittee if we could read a prepared statement and then 
start the discussion. 

Mr. Harpy. That is fine. Just go right ahead. 

Mr. Borpner. Thank you, Mr. Chairman. [ Reading: | 


DEPARTMENT OF DEFENSE—STATEMENT ON PROBLEMS SURROUNDING THE PROGRAM 
FOR AMORTIZATION OF EMERGENCY FACILITIES 


The establishment of the program for amortization of emergency facilities 
in the Revenue Act of 1950 is not solely of significance from a tax standpoint. 
It is also important in its relation to pricing of production for defense from the 
facilities subject to amortization. Pricing policy is of concern both in case of 
direct military end-use items on which prices are separately negotiated for every 
contract, and in case of standard commodities which are subject to price con- 
trol. Pricing policy involves both initial pricing under fixed-price or cost- 
reimbursement-type contracts, and retroactive repricing in the renegotiation 
process. 

The amortization program is of great importance, as an incentive, in the ex 
pansion of industrial facilities through the use of private capital, as contrasted 
with expansion through Government investment in facilities furnished to con- 
tractors. 

Because of the manifold aspects of the amortization program there are several 
difficult problems surrounding it: there has been much confusion regarding the 
solution of these problems. 

Major problems, stated as questions, are as follows: 

1. Should the amounts covered by certificates of necessity entitling the holders 
to the amortization privilege for tax purposes include the full cost of the facilities 
in every instance, or should the amount certified in each case be that portion 
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of the cost estimated in that specific case to be applicable to the emergency period 
of 5 years in consideration of the postemergency usefulness of the facilities? 

2. Should amortization be allowed in full as a cost in the determination of 
product prices, or should any so-called normal depreciation be allowed as a cost 
in determining product price? 

3. Should a different pricing policy be established for purposes of initial 
product pricing than for purposes of determining through the renegotiation 
process, the reasonableness of a contractor's profit on Government business and 
the recovery of excessive profits? 

4. Should the special amortization privilege be used almost exclusively as a 
means of providing incentives to contractors to furnish facilities for defense 
production, or should an alternative be adopted in some instances of financing 
such facilities through Government investment? 

5. If it be granted that mistakes may be made in the certification of the 
portion of facilities’ costs to be certified for amortization purposes, should 
the pricing authorities responsible for initial pricing or repricing in renego- 
tation be required to second guess the certifying authority and correct possible 
errors in judgment through the pricing or repricing process? 

The intent of Congress is not entirely clear on most of these points. The only 
definite guide to the solution of these problems through statutes are the following: 

1. As provided by the Revenue Act of 1950, the costs of emergeney facilities 
covered by certificates of necessity may be amortized by taxpayers over a period 
of 5 years in determining income for tax purposes. 

2. As provided by the Renegotiation Act of 1951, contractors must be allowed 
full amortization as a cost of Government business subject to to renegotiation 
for the purpose of repricing the contractor's aggregate renegotiable business, 
if profits are deemed to be excessive. 

While the tax statute authorizing the amortization program was copied from 
a similar statute applicable during World War II, these problems were 
not selved satisfactorily during World War IL when great confusion existed 
in connection With some of these problems. Moreover, certain changes in the 
administration of this program during the present emergency have occurred, 
namely : 

1, In the issuance of regulations covering certificates of necessity, the Na- 
tional Security Resources Board interpreted the tax statute to require that 
certificates should cover only the portion of the cost of facilities deemed applicable 
to the emergency period of 5 years, as well as in the interest of national defense. 
During most of World War II these certificates were issued for 100 percent of 
cost, 

2. The policy has been adopted in the present emergency not to furnish Govy- 
ernment-owned facilities to contractors if it can possibly be avoided through the 
use of the amortization program as an incentive for private investment. 

3. The facilities problem in the present emergency is different than in World 
War II. At that time there was all-out production for the war with drastie 
elimination or reduction of production of civilian goods. In this emergency there 
isan attempt to maintain production of all civilian goods and to increase pro- 
ductive facilities to cover the needs of national defense. This has resulted in 
adoption of the principle that all increased production of basic commodities 
and durable goods required for national defense is in the interest of nat‘onal 
iefense rather than constituting in part an increase for the benefit of the civilian 
economy. 

4. There is also a current policy of widening the base for industrial production 
ithe event of all-out mobilization. This requires giving incentives to additional 
contractors to finance facilities to provide for their participation in emesgency 
production. 

A starting point in the analysis of these problems is a firm decision regarding 
the nature of the incentive provided to contractors and taxpayers for investing 
in emergeney facilities under the amortization program. There are only two 
positions possible on this question, namely: 

1. The incentive is only in the nature of a tax reduction during the emergency 
period. This means that if the facilities continue to be used after the emergency 
period, depreciation deductions for tax purposes will be reduced then and taxes 
increased so that the aggregate taxes in event of use of the facilities over a 
hormal lifetime will not be affected except by change in tax rates between the 
emergency period and the postemergency period or by reduction of taxable in- 
come in the postemergenecy period. 
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2. The real incentive provided by the amortization program is the recovery 
by contractors, through prices of their products, of the full amount covered by 
certificates of necessity. In this connection the tax provisions of the statutes 
are merely to insure that the same basis of allowance in amortization will be 
recognized for tax purposes as is required for pricing purposes. 

In discussing the two possible positions on the theory of the incentive for 
amortization, it is necessary to understand what the contractor will recover on 
the cost of emergency facilities during the emergency period under each theory. 

If a contractor is to recover a total sum during the emergency period equi! 
to the portion of the cost covered by a certificate of necessity on emergency 
facilities, he must be allowed the full amortization as a cost in determining the 
price of the products from the facilities. This means that if 70 percent of the 
aggregate cost of the emergency facilities is certified as applicable to national 
defense during the emergency period of 5 years, the annual amortization of one- 
fifth thereof, or 14 percent, must be recovered each year in the price of the 
products of the facilities. 

There has been a prevalent fallacy that allowance of amortization in product 
costing for pricing purposes amounts to a duplication of allowance of the item 
as a cost, because it is also allowed in determining taxable income. This is 
untrue; there is no duplication. Actually the allowance of a tax deduction 
equal to amortization allowed in price merely results in a contractor receiving 
exactly 100 percent of the amount of amortization recovered through the product 
price. 

If, on the other hand, the opposite theory of the treatment of amortization in 
product pricing is followed (i. e., that the contractor will be allowed in pricing 
only so-called normal depreciation equivalent to rates set forth in Bulletin F 
of the Bureau of Internal Revenue), the contractor will recover less than the 
amount certified in certificates of necessity. For example, in the case of a build- 
ing for which 70 percent of the aggregate cost is certified as applicable to the 
5-year period, a contractor will recover in 5 years only 48 percent of the full 
building cost through both prices and tax savings, assuming he realizes maximum 
tax savings of 62 percent. In the case of machine tools certified for 70 percent 
of aggregate cost, a contractor will recover through both price and taxes in 5 
years an amount of 57 percent of the full cost of the machine tools under the 
Same tax assumption. 

The arithmetic of computing the total recovery during 5 years through both 
prices and taxes, if prices include only normal depreciation, is as follows: 
Normal depreciation included in price, plus (tax rate) times (excess of amorti- 
zation over normal depreciation). Thus, for every dollar of the excess of amor- 
tization over normal depreciation lost as a part of the tax base of his facilities 
(through the tax deduction during the emergency period), the contractor only 
recovers the portion represented by the tax rate. At present this maximum 
amount is 62 percent. 

A graphic illustration of contractors’ recoveries under these alternatives is 
set forth in a chart attached, based upon an assumed maximum tax rate of 
62 percent. However, there are other cases in which a contractor may have 
tax savings equal to only the excess-profits-tax rate of 30 percent, or to the 
normal tax rate of 47 percent, in which case his recovery will be correspondingly 
reduced; and there are some few cases in which a contractor does not even 
have sufficient income to realize any tax savings. 

If a contractor realizes only the tax benefit and does not recover his full amor- 
tization through the pricing process, he would have a substantial investment in 
facilities at the end of the emergency period. Even if he had a certificate of 
necessity for 100 percent of the cost of his facilities, he would still have a net 
investment to recover at the end of the 5-year period equal to approximately 
one-third of the cost of buildings and one-quarter of the cost of machine tools. 
If it be assumed that the contractor has continuing use for the facilities in the 
post-emergency period and that the contractor will realize normal depreciation 
as a part of the price of his products in the post-emergency period, he will 
recover then only a net amount equal to 38 percent of such depreciation at 
present tax rates, because he will have no deduction for depreciation then. This 
would require such recoveries for the entire normal life of the facilities in order 
to pay out the remainder of the cost in full. This would not fit the assumption 
that the facilities would have no post-emergency use and it would, therefore, 
be impossible to induce a contractor to furnish facilities on a certificate of 
100 percent in this case. 

Upon the basis of this understanding of the arithmetic of amortization, it 
may be appreciated that a contractor cannot afford to invest his funds in emer: 
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RELATIVE RECOVERIES OF FACILITY COSTS THROUGH 
DEPRECIATION AND AMORTIZATION OF EMERGENCY FACILITIES 
UNDER CERTIFICATES OF NECESSITY 
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gency facilities under certificates of necessity if there is a great risk that the 
facilities will not have a post-emergency use, unless he is given a recovery 
of a substantial portion of cost of the facilities through allowance of full amor- 
tization in pricing during the emergency period. If the contractor estimates a 
reasonable probable use for the facilities for at least a few years after the 
emergency period, and he is allowed only normal depreciation in pricing, he 
must make his calculation of recovery on a discounted basis from the portion 
of the cost of facilities to be certified; this means he must ask for a higher 
percentage of certification, if that is possible within a 100-percent limit. 

It should, therefore, be apparent that the straightforward, direct method of 
negotiation between Government and contractor is to permit recovery of full 
amortization, through the price, in order that the assumed recovery by the 
contractor during the emergency period will be exactly equal to the portion of 
the cost certified, and to determine the portion of the cost to be certified on that 
basis without increase for the tax discount. 

The contractor’s risk of loss in investing in emergency facilities under cer- 
tificates of necessity is not confined to the post-emergency use for the facilities. 
There is some risk, especially where products are direct military end-items, 
that contracts for production may not continue for the entire emergency period 
of 5 years, and there is no provision for reimbursing the contractor for any 
portion of his loss if the emergency period is shortened. In World War II, both 
the renegotiation and tax statutes provided for refunds to the contractor of 
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both taxes and excessive profits previously paid by the contractor in renegotia- 
tion, based upon revision of amortization over the shortened period. By decia- 
ration of the President the World War II emergency period was shortened. 

It was also provided by statute in World War II for the shortening of the 
amortization period in any specific case where the emergency use for specific 
facilities terminated, as evidenced by a certificate of nonnecessity. In our 
opinion, it would be desirable to again provide for possible shortening of the 
amortization period in order to reduce contractors’ risks, and thus make possible a 
further reduction in the percentage of the cost of facilities to be certified in 
niany cases. 

The present provision in the regulations for certifying only the portion of the 
cost applicable to the emergency period, with exclusion of the estimated amount 
applicable to the post-emergency use, is a new policy, except that during the 
latter part of World War II the War Production Board issued certain certificates 
of necessity at a reduced amount, and thus established a precedent. Now, if it 
be assumed that the certificates of necessity being issued do in fact exclude thie 
estimated residual value of the facilities after the emergency period, there can be 
little argument with the theory that amortization should be recognized as an 
actual product cost. Indeed, it may be contended that without this theory of 
full cost recovery of amortization there is no point in the certification of only a 
portion of the cost of the facilities. If only normal depreciation were recovered 
as an element of cost in product pricing, the only problem between the Govern 
ment and the contractor is the fiscal periods of tax impact. Any tax savings now 
would amount to only a deferred tax to be recovered after the emergency period 
by higher taxes than would otherwise be received. 

It must be recognized that the problem of estimating the degree of usefulness 
of facilities after an emergency period of 5 years is a very difficult one. The 
answers can never be exact, and therefore may always be subject to challenge. 

It should be recognized that the process of certifying the cost of facilities for 
the amortization privilege is in the nature of a contractual arrangement for the 
mutua! interest of the Government and the contractor. In our opinion, it should 
also be considered that each case is a matter for negotiation in which each of the 
parties is protecting his own interest. Usually the contractor may be assumed to 
have knowledge superior to the facts available to the certifying authority. 
The certifying authority is faced with the problem of obtaining the contractor's 
agreement to furnish the facilities at the lowest possible cost to the Government. 
and the contractor is faced with the problem of obtaining the best possible 
certification that wiil reduce his risk to a minimum in the investment in facili- 
ties for defense as well as post-emergency use. It also may be assumed that no 
contractor would be willing to invest his own funds in emergency facilities unless 
he has some prospective post-emergency use for the facilities. However, if he is 
required to take a great risk, it follows that there will likely be more gains than 
losses to contractors from the arrangment; this means that the future would likely 
disclose by hindsight that cost cert'fications had been issued for a larger portion 
of the cost than required to protect the contractor—but this would be an inevita- 
ble part of the cost of the program. 

it is realized that the problem of certificates of necessity for basic industries 
is somewhat different than the problem of certificates of necessity for special 
facilities to be used for production of direct military end-items. In the case of 
basic commodities there is a substantial question of treating all competitors in the 
same industry on an equal basis. This problem is not relatively as significant 
in the case of manufacturers of such military end-items as aircraft and tanks, 
although the same problem does exist to a degree. There exists a comparable 
pricing problem for basic commodities and other products for which prices are 
controlled, and the policy on this subject will be faced in due course by the 
Economie Stabilization Administration. 

It may be questioned whether it has been a wise policy in this emergency to 
eliminate furnishing Government-owned facilities to contractors, especially in 
those cases where there is little prospect of usefulness of facilities to con- 
tractors after the emergency period. In fact, the tool of Government-furnished 
facilities would be absolutely essential to obtain production under new facilities 
in many cases, if contractors are not to be allowed recovery of full amortization as 
a cost in the determination of product prices. Moreover, it may be questioned 
whether the certifying authority can conduct a reasonable negotiation with con 
tractors without the alternative tool of Government-owned facilities to fall back 
upon if the contractor demands that too large a portion of costs of facilities be 
certified. 
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Turning now to renegotiation, it is assumed that everybody understands that 
renegotiation is a repricing process and not a tax measure. The process of 
determining the total allowable sales revenue to a contractor on his total renego- 
tiable business is very much similar to the process of negotiating an initial price 
with a contractor on an individual contract, except that renegotiation is on an 
over-all basis. Renegotiation is also conducted after completion of production 
on the basis of historical costs, but there also are many contracts whicb are 
initially priced on the historical basis; i. e., the types known as cost-reimburse- 
ment-type contracts and those containing price-redetermination clauses. 

In establishing the repricing principle, through the Renegotiation Act of 1951, 
that full amortization shall be allowed as a cost of renegotiable business of con- 
tractors, it should be realized that the Congress has established a pricing policy 
relative to amortization of emergency facilities. Yet there are some indications 
that many do not understand this to be the case. This undoubtedly results from 
their failure to fully understand the nature of renegotiation. 

If the Congress were to hold that the incentive nature of the amortization 
program is only a tax benefit and not a price incentive measure, it should change 
the Renegotiation Act to require that only normal depreciation shall be allowed 
as a cost of renegotiable business in the renegotiation process, thus making the 
repricing policy consistent with the desired policy on the initial pricing of con- 
tracts. To have a contrary pricing policy, as between initial pricing and repric- 
ing, would in effect amount to double talk. 

Moreover, to have a different policy for initial pricing would provide a 
positive incentive to contractors to pad their cost estimates for the purpose of 
initial pricing of negotiated fixed-price contracts, in order that their aggregate 
prices might be in line ultimately with the costs and profits which would subse- 
quently be allowed them by the Renegotiation Board. Indeed the operation 
of this incentive would actually nullify through renegotiation, in the case of all 
large contractors having substantial profits, any policy that would reduce the 
initial pricing allowance for the use of facilities to normal depreciation. 

It is realized that many people are afraid that in some instances certificates of 
necessity may be issued by the certifying authority in an excessive amount and, 
in their opinion, it might be wise to provide some method of correcting the 
amortization allowances, assuming that amortization is to be allowed as a 
product cost for pricing purposes in both initial pricing and renegotiation. These 
persons would ask that the contracting officers or the renegotiation officials, as 
the case might be, reduce the amounts of amortization allowable in pricing or 
repricing based upon their judgment of the portion of the cost of the facilities 
that should have been certified by the certifying authority. Let.us consider the 
significance of such second guessing. 

From the standpoint of the contractor any renegotiation of the amounts of 
certificates of necessity, either in initial pricing or under statutory renegotiation, 
would amount to upsetting the agreement under which they undertook to furnish 
facilities for defense production by investment of their own funds. This is not 
equivalent to redetermination of a profit through the renegotiation process 
(which would always leave the contractor with some profit), but might in the 
contractor’s mind at the time actually lead him into a loss if the post-emer- 
geney utilization of the facilities is considered. The risk that a contractor 
might sustain, under such a contingency of revising his certificates, might be 
great enough to destroy the incentive nature of the whole amortization pro- 
gram and cause it to fall flat. 

In our opinion it would be unwise to upset certifications except in case of 
fraud or gross error on the part of contractors in representing facts relative 
to the conditions and prospects under which emergency facilities were being 
acquired under certificates of necessity. However, we believe both the pro- 
curement officials and the renegotiation agency should have the right and duty 
to revise the amortization allowable for pricing purposes in those unusual cases 
where it is evident that the certification was excessive. 

In conclusion, therefore, it is our recommendation that: 

1. The new principle of certifying only that portion of the cost of emer- 
gency facilities applicable to the emergency period should be retained. This 
principle requires exclusion from certification of estimated residual value of 
facilities at the end of the emergency. 

° Amortization should be allowed in full as a cost in product pricing for 
initial product pricing as well as in repricing under the renegotiation process, 
as required by statute, and as a matter of consistency with the principle of par- 
tinl certification. There should also be consistency between the policies for initial 
pricing and repricing. 
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3. Certifications of costs of facilities for amortization should be binding on 
the agencies responsible for procurement for pricing purposes, as well as pro- 
vided by law, on the renegotiation agency for product repricing purposes, and 
on the Bureau of Internal Revenue for tax purposes, although provision should 
be made for revision of certifications where gross fraud or error is subse. 
quently found, by the agencies responsible for procurement and renegotiation. 

4. The policy of furnishing Government-owned property to contractors should 
be reinstituted for use in those cases where it would be more economical or de- 
sirable than issuing certificates of necessity. It also should be useful as a 
negotiating tool in obtaining contractors’ agreements to reduced certifications 
of facilities costs for amortization. 

-Jt should be recognized that the adoption of the principle of partial certifi- 
cation provides the means for elimination of World War IIL abuses of the facili- 
ties-amortization program, Primary attention should be focused on this principle 
and its administration. 

The alternative between the amortization program and the program for Govy- 
ernment-furnished facilities should also be recognized. Because experience 
shows that when Government-furnished facilities are sold after an emergency 
they will bring only about 10 to 50 percent of cost, it is immediately apparent 
that this costs the Government from 50 percent to 90 percent of the aggregate 
cost of the facilities, let alone increased administrative expenses of handling 
the program and disposing of the facilities. 

Mr. Harpy. Mr. Bordner, under No. 4 in your recommendation, in 
your last paragraph, it seems to me that is a little bit on the compli- 
cated side, maybe not complicated, but at least it is arguing both sides 
of the point. You point out in your very last sentence that in case of 
Government-owned facilities you are going to have to add to the cost 
of production from 50 to 90 percent of the cost of the facility itself; 
you are going to add the administrative costs incident to the estab- 
lishment of the facility, and now in considering such a program with 
the policy of granting accelerated tax amortization, has there been 
any analysis made of the comparative costs of any products of any 
two types of operation, or is there any such analysis possible? 

Mr. Borpner. An analysis is very difficult to make; that is granted. 
There is indication only of a rough comparison. I do not think a very 
detailed study has been made, based upon the actual results during 
World War I, unless it has been made by the DPA. 

Mr. Harpy. Let me put it this way: Is there any historical indica- 
tion that the end product from a Government-owned facility costs 
less per item than does a comparative product from a privately owned 
facility ? 

Mr. Borpner. Yes. Asa matter of pricing policy no depreciation is 
allowed on facilities that are furnished by the Government. 

Mr. Harpy. I understand that, but has not that been very frequently 
offset by a little higher allowance for some other aspects of costs! 

Mr. Borpner. Not according to the policy; I do not know whether 
that af Sere 

Mr. Harpy. Somewhere in your statement you made the observation 
that certain policies might let the contractors pad certain elements 
of costs? 

Mr. Borpner. Yes. 

Mr. Harpy. Would not that same incentive be provided through 
some method through operation of Government-owned plants? 

Mr. Borpner. I do not think the incentive would be provided. The 
contractor knows in his own heart what is right, and if he is not being 
treated right, equitably. If he has the alternative of renegotiation 
that will permit him to freely pad his costs in initial pricing and get 
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by with it, he is going to do it. Turning now to renegotiation, your 
analogy W ould not be good, because renegotiation contracts would dis- 
close the over-all results, whether or not that had been the ‘ase, and 
whether he had actually profited, because the renegotiation board 
looks at his over-all actual costs as well as the revenue, and takes into 
consideration, as required by law, each of the seven factors to be con- 
sidered in determining reasonable profit ; for example, the contractor’s 
efliciency, reasonableness of costs, and what the contractor’s invest- 
ment in the business is in comparison with Government-owned 
facilities. 

So that if he had padded the costs under the condition of charging 
the Government for use of facilities he did not own, it would be con- 
tested in renegotiation. 

I am trying to make the point that the contractor is protected 
through renegotiation, considering as a contract cost the over-all 
amortization upon the basis of the certificate of necessity. Do I make 
myself clear? 

‘Mr. Harpy. No. Let me put it another way: Take the case of an 
item that is produced, or might be produced, in both a Government- 
owned facility and in a pr ivately owned facility. Let us take the case 
of an aircraft engine, just for purpose of illustration. What per- 
centage of the industrial costs of that aircraft engine would be repre- 
sented in the cost of depreciation and amortization of the plant ? 

Mr. Borpner. If they had their own investment ? 

Mr. Harpy. Either way. What—if there would not be any of the 
price of the item coming out of the Government-owned plant, but 
there would be an element of plant depreciation in each engine to 
come out of the privately owned plant—what would that amount to, 
percentagewise / 

Mr. Borpyer. I would think that it would be a relatively small 
percentage. 

Mr. Harpy. One or two percent, maybe? 

Mr. Borpner. Less than 10 percent, I would say. 

Mr. Harpy. It would be an excessive amount if it ran as high as 10 
percent, would it not? 

Mr. Borpner. If the contractor had his own investment in the fa- 
cility he would have a substantial amount of amortization on a 5-year 
basis; that is one case where it is quite clear that there is little use 
for the facility after the 5-year period, except for a change in the 
situation, which might constitute a further military requirement. 

Mr. Harpy. What I was trying to get at was what would be the 
percentage; how much less would that aircraft engine cost the Military 
Defense Establishment if it was produced in the Government-owned 
plant than if it was produced in a privately owned plant ? 

Mr. Borpner. I should not attempt to guess on it 

Mr. Harpy. That is all you can do, is guess. 

Mr. Borpner. I would say that probably it would not be more than 
10 percent less, other factors being equal. 

Mr. Harpy. Then your problem of determining equity as between 
Government-owned plants and privately owned plants would be based 
upon the percentage related to the cost of the plant, what the tax- 
paver had to pay for that? 

Mr. Borpner. Yes. 
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Mr. Harpy. You do not have any other way to determine, from the 
dollars-and-cents standpoint, which is the better course to pursue / 

Mr. Borpnrer. However, I might bring out that actually the results 
of control price negotiation have the effect of a cost- -plus type of 
contracting, because of pricing based solely upon the cost of the 
specific engines based upon either the actual cost or the historical 
costs. Renegotiation takes a look at the exact costs that were incurred 
in performance, including examining whether the contractor fur- 
nished the facilities and had an amortization allowance, or whether 
it. was a Government-furnished plant, in which case that is not one 
of the costs. 

Mr. Harpy. Recognizing that, the net effect of utilizing the medium 
of the Government-owned plant the result is the equivalent of a cost- 
plus contract; is that right? 

Mr. Borpner. That is not the intent, but it is the result. 

Mr. Harpy. That is the result ? 

Mr. Borpner. Yes. 

Mr. Harpy. Then, if that be the case, again we get back to the situa- 
tion of putting a premium on inefficiency ¢ 

Mr. Borpnrer. No. Among the factors that are supposed to be con- 
sidered in the act, renegotiation in determining allowable profits, 
is the question of efficiency; the nature of the product, and the com- 
plexity of the operation are others, and the contractor’s risk in fur- 
nishing capital another. 

Mr. Harpy. Yes. Then, you mean that under the Renegotiation 
Act, if the contractor is not efficient you would not permit him to keep 
as much profit? 

Mr. Borpner. Yes. 

Mr. Harpy. And you make that determination through comparing 
his plant with a plant producing similar items? 

Mr. Borpner. Yes; to the extent that it is practicable. 

Mr. Harpy. How else would you determine that ? 

Mr. Borpner. That is the only way we can. 

Mr. Harpy. I noticed you qualified it 

Mr. Borpner. My only qualification was that in many instances it 
has been found quite difficult in the case to compare the costs of one 
contractor with another. 

Mr. Harpy. It would be pretty hard for the negotiators to make a 
very good determination as to whether a partic ular plant was operat- 
ing effic iently or not? 

Mr. Borvner. I think in the case of an aircraft plant we could do 
a very good job, but I would not want that specific statement to apply 
to all products. 

Mr. Franxer. Mr. Chairman, the other point involved in this, of 
course, is that at the present time the certifying authority does not 
have the bargaining value of Government-furnished facilities in 
negotiating with contractors so that in many situations it is just a 
frustrating proposition to attempt to get the certificate of necessity 
down to the proper amount. 

Mr. Harpy. What you are saying is the basic reason for using the 
Government-owned facility is for use in negotiation with private 
industries that produce the product ? 

Mr. Franke. That is one of the benefits. 
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Mr. Harpy. I was interested in another part of the statement, where 
it was recommended, I believe, that consideration be given to taking 
into account in negotiation the percentage of amortization allowance 
in unusual cases, I believe was the word that w: as used. 

I do not understand what is an unusual case. I believe in another 
place it was referred to as gross error. Where fraud is involved, of 
course, there is not much diffic ulty; but if you are going to renegotiate 
and consider in your renegotiation the percentage allowed in the cer- 
tificate, where gross error is going to be considered, who is going to 
determine what constitutes gross error? 

Mr. Borpner. The argument was made in the first place that we 

cannot have as one of the tools of the amortization program, the 
facilities program unless we accept the premise that we have a definite, 
predetermined arrangement, by agreement or contract, between the 
Government and the contractor as to facilities amortization, the con- 
tractor will be assured of his cost recoveries. 

However we recognize that there may be some few flagrant cases 
where it is evident to the contracting officers, based upon their own 
knowledge of the facts, or perhaps in other negotiations, that there 
has been an excessive certification ; that the certify ing authority could 
not have had the advantage of those facts; in which case there should 
be an opportunity for a second defermination of the amount to be 
amortized ; but such an adjustment should not be made in very many 
ases. 

Mr. Harpy. The fact is it would not be possible to make any such 
determination until the conclusion of the 5-year period ? 

Mr. Borpner. We never can be perfect, but there are a lot of things 
that can be considered in the beginning. 

Mr. Harpy. If, in other words, if the plants were built in anticipa- 
tion that it would be used 85 percent during the 5-year period, and 
when we got down to the conclusion of the 5-year period let us say we 
find that plant could be used 100 percent in domestic operation and 
normal operation, would you consider that a gross error? 

Mr. Borpner. There was no intention to imply that we would 
recommend waiting until the end of the 5-year period for defermina- 
tion of the amount to be amortized. The initial pricing, of course, 
has to be done as the contracts are let or as the product is received 
from the facility, so in case of the initial pricing you cannot wait 
until the end of the 5 years; in the case of renegoti: ition which takes 
place year by year, you cannot wait until the end of the 5-year period, 
and there has been, so far, resistance to the idea of having renegotia- 
tion on an over-all basis for the entire period of the emergency. 

Mr. Harpy. Regardless of the period of the emergency, or the 
number of years, can you determine what is the economic usefulness of 
the plant ? 

Mr. Borpner. We never can det ermine it precisely, no suggestion is 
made that we should; only in a case where the facts might indicate a 
special instance that there is a greater ‘probability of using the fac ility 
after the emergency is ended. 

Mr. Caszy. Is it not inevitable that as the 5-year period progresses, 
the pricing office and the renegotiation officials will be in possession 
of facts that are not initially known? 

Mr. Borpner. In some instances I think, at least, that would be 
right. 
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Mr. Casey. Is it not true they would be in possession of facts not 
known at the beginning of the 5 years in all instances ? 

Mr. Borpner. I do not think, at the beginning, when they are going 
to have to consider 

Mr. Harpy (interposing). Let me put it this way: Suppose we say 
with respect to the steel industry, that a fair percentage of it has 
been allocated within the industry, I think about four or five different 
groups, or three or four different groups, with respect to blast fur- 
naces, getting 85 percent of the products. Now if a certificate has 
been approved, and I believe it has been approved, at the 85-percent 
ievel, now is it your thought, if that is not correct, that a gross error 
had been committed, in case of the particular blast furnace, if that is 
not correct, that a gross error had been made ? 

Mr. Franke. That it should not be applied there ? 

Mr. Harpy. To that particular case. 

Mr. Borpner. First, in the case of the steel industry, the pricing 
problem is the basic concern of the Economic Stabilization Adminis- 
tration in pricing steel. 

Mr. Harpy. As to civilian needs, for instance ? 

Mr. Borpner. The Department of Defense has nothing to say about 
the price of steel. However, to answer part of your question, I would 
not say that it should be considered possible to get down precisely to 
accurate amortization determinations for individual plants or for an 
industry. Ido not see how we could have any better basis for passing 
on that at the end of the 5 years, than we have right now. Maybe if we 
waited 10, 15, or 20 years, we might be in better position to know what 
actually would happen. 

Mr. Harpy. I am just trying to see what your theory is about correc- 
tion for gross error. Because if you are going to do it on an industry 
basis, you are going to run into a different set of circumstances from 
those which would be encountered if you did it on a particular plant 
basis. 

Mr. Borpner. Yes. In our pricing problem one difficulty we are 
many time confronted with is the problem of pricing specific items 
under negotiated contracts—military end items—so it is the case of 
negotiated contracts that I am particularly referring to in connection 
with the problems of initial pricing. 

Mr. Harpy. You are thinking in terms of having the law include 
a provision which would be applicable to the Defense Department 
only / 

Mr. Borpner. I do not think that particular point, as far as the 
initial pricing is concerned, would necessitate any change in the law 
for the Defense Department or anybody else, and I think I pointed 
out there should not be any different application of the principle 
between the military end items and the controlled price products. 

Mr. Harpy. Well, as far as the initial pricing is concerned, you 
pointed out here that you have gotten the same effect—the same final 
effect—through renegotiation, where you make the initial price based 
on the percentage of amortization allowed in the certificate. 

Mr. Borpner. As the law requires. 

Mr. Harpy. That is being done now? 

Mr. Borpner. Yes. 

Mr. Harpy. And apparently you recommend that it be continued? 

Mr. Borpner. Yes. 
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Mr. Harpy. You say that the application of this correction for the 
gross error should apply in the original pricing stage ? 

Mr. Borpner. And also renegotiation. 

Mr. Harpy. Yes. 

Mr. Borpner. So that you might have something further in the 
record, I suggest that you ask Mr. Frank Roberts to suggest something 
on this point when he is on the stand. 

Mr. Franke. May I add one further statement ? 

Mr. Harpy. Go ahead, Mr. Franke. 

Mr. Franke. I want to correct one thought and point out con- 
trasting situations. The contractor who has furnished facilities like 
machine tools, for ex: imple, which at the end of the emergency period 
will have no value, obviously should be entitled to recover the full 
cost of such facilities. 

However, there can be other situations in which there have been, 
through error or misjudgment—and realizing that it is difficult to 
determine what the possible postemergency use of the facilities will 
be—gross overcertifications. As long as we have the renegotiation 
statute as at present, all we can do is to attempt to find a means to 
correct that type of situation. I realize that it is hard to set up any 
formula or yardstick by which, in renegotiation, the Renegotiation 
Board can make such a corrective, and yet obviously a corrective in 
that kind of situation is necessary. 

We have said, and I realize this is difficult to measure, that we think 
some means of correcting a gross overcertification should be given to 
the Renegotiation Board. The difficulty is in setting up a formula for 
the determiantion of cases in which an adjustment should be made. 
Nevertheless, we are faced with a situation which it seems to me, needs 
serious consideration. 

Mr. Casey. On page 9 of this statement, under recommendation 
No. 3, I construe that as a recommendation that the accelerated amor- 
tization be allowed in renegotiation. 

Mr. Franke. Our position is this: It is the question of the intent 
of the Congress. If Congress intends to allow only a tax benefit, then 
normal depreciation should be allowed in contract pricing and re- 
negotiation. That isconsistency. If, however, it is the intent of Con- 
gress to allow contractors to recover the cost of facilities, then full 
amortization should be allowed in pricing and renegotiation. That, 
too, is consistency 

Mr. Casry. When you speak of the intent of Congress, actually 
you realize, of course, that you are now proposing to Congress some- 
thing that will be the subject of their intent and that no specific 
consideration has been given to this question. 

Mr. Franke. Except that it might be inferred that when the re- 
negotiation law was enacted, allowing full amortization as an element 
of cost to the contractor, that might be construed as the intent of the 
Congress to allow something more than than a tax deduction. 

Mr. Casey. In 1940, when the law authorized the granting of a 
certificate of necessity, it was confined to the tax angle; isn’t that so? 

Mr. Borpner. No. There is a feature of the original law that has 
since been amended that was not mentioned here this mor ning in the 
Treasury Department’s exposition of the history, and that was a pric- 
ing feature. 
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The original law did go into the pricing question, but it straddled 
the fence. It provided that no amortization should be allowed for 
tax purposes if the contractor received any benefit, either directly or 
indirectly, in his prices for the excess of amortization over the normal 
depreciation, except—and here was a double negative—that if he did 
receive anything in the pricing he should protect. the Government’s 
interest in the use of the property inthe future. It happened that that 
particular part of the law fell down in administration largely be- 
cause of the impossibility of administering it, but in part because of 
the contractors’ and taxpayers’ dislike of the uncertainty and of the 
preferred use by the military departments of the nonreimbursement 
feature in the initial pricing. Hence there was something in the 
original statute bearing on pricing in both ways which has since been 
kicked out. 

Mr. Casey. I assumed the provision in the original law was in 
essence that if he recovered some portion of the accelerated amortiza- 
tion through pricing, he was not to be given the benefit under a cer- 
tificate of necessity. 

Mr. Borpner. Unless he gave the Government protection in the use 
of the facilities. In other words, he could even be reimbursed for the 
entire amount of the amortization, indirectly, as a part of the pric- 
ing process, and his amortization deduction still would have been 
allowable for tax purposes if he gave the Government assurance in 
some manner, such as by a certificate of protection, that the property 
would always be available for use by the Government when demanded. 
As I say, that provision fell down in administration. 

Mr. Casey. How do you reconcile that with page 3 of your state- 
ment where you say that the real incentive provided by the amortiza- 
tion program is the recovery by contractors by prices of their prod- 
ucts of the full amount covered by the certificates of necessity ? 

Mr. Porpner. That particular statement is one of two alternative 
positions, either one of which could be taken. 

The Congress, in effect, took both positions, No. 1 and No. 2, in the 
original 1940 act, but they corrected it to say nothing about the pric- 
ing matter. Originally, they did recognize the possibility of includ- 
ing amortization in pricing. 

Mr. Casey. Even under the 1940 statute which you point out did 
contain some provision with respect to pricing, the incentive feature, 
as far as getting people to build plants was concerned, was solely the 
tax benefit. 

Mr. Borpner. Do you mean after the law was amended ? 

Mr. Casey. Either way. 

Mr. Borpner. I do not think it is clear what the intent of Congress 
was except that the Renegotiation Act of 1943 required the Renegotia- 
tion Board to allow amortization in full as a cost of renegotiable busi- 
ness. Regardless of the fact that by administrative decision the con- 
tracting officers did not allow the amortization in full in initial pric- 
ing, the contractors in the end who were subject to a return of exces- 
sive profits in renegotiation actually did obtain the full amortization. 
Hence I think, just as the arguments have been given here, if the Con- 
gress really intended and really meant what it said in the Renegotia- 
tion Act of 1951, the same conditions now prevail as in World War II. 
This difference was the start of the confusion between the disallowance 
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of full amortization in initial pricing and its allowance in full for re- 
negotiation. 

Mr. Casey. Can we say in the 3-year period between the enactment 
of the 1940 Revenue Act and the renegotiation law which, of course, 
was completely new legislation, that the only incentive in that period, 
at least, was the tax benefit ? 

Mr. Borpner. I think that it may be said fairly that after April 
1942, when the first Renegotiation Act was passed, it was the policy, 
even though not provided in the law, from the very outset, to allow 
in renegotiation the full amortization. 

Mr. Casry. Was there ever pointed out to any committee of Con- 
gress, at the time the 1942 Renegotiation Act was enacted, the effect 
under the law of the increased amortization provision under a certifi- 
cate of necessity? In other words, did Congress consciously have 
any intent with respect to the pricing aspect of renegotiation ? 

Mr. Borpner. What time are you talking about ? 

Mr. Casey. 1942 and 1943. 

Mr. Borpner. I cannot answer the question too directly with respect 
to the 1942 or 1943 acts, I could point out that the Renegotiatiom 
Act of 1943, as amended later on, did provide specifically for the al- 
lowance of amortization in full in so many words in the statute. 

The part of the statute I refer to is that part which required the 
readjustment of excessive profits with contractors after the shortened 
emergency period, by refunds to those contractors who had excessive 
profits, for revised amortization computed upon the basis of the 
shorter period. The Congress, when it passed that particular part 
of the statute, should have known specifically what the effect was 
ultimately in the Renegotiation Act, and that was that the contractors 
were to be reimbursed for the entire amount of cost certifications, and 
of course, as we have pointed out, certifications by the Army and the 
Navy up until November 1943 were for 100 percent of costs, which 
ultimately gave them in many instances, where they had a profitable 
business, a complete reimbursement for 100 percent of the cost of 
facilities. 

Mr. Harpy. You have me confused. This statement and this dis- 
cussion is going all over both sides of each of the problems involved. 
It has done a right good job of not clearing up where we are going. 

I do not know that I understand the discussion we have been 
having about the effect of the pricing policy on the renegotiation and 
excess profits, and so forth. 

Would the percentage of the facilities of any contractor for which 
accelerated amortization has been approved have any bearing on his 
net return in renegotiation if you do not take into account the ac- 
celerated rate? 

Here is what I am getting at: It has been pointed out that unless 
you permit the inclusion of your accelerated amortization rate, in 
renegotiation, your net effect, when you get into excess profits, is the 
same regardless of what that pricing policy was to start with; is that 
right? 

If you put your pricing policy on a normal depreciation rate and 
you put your renegotiation on an accelerated rate, you come out the 
same as though you had started with your original pricing on your 
accelerated rate; is that right ? 





358 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


Mr. Borpner. Yes, if a contractor is smart and he is a good guesser 
and a good negotiator and so forth, in establishing his price; but 
there may be cases of smaller contractors who do not understand the 
situation, because it is so complex, and also who are poor guessers as 
to what their costs are going to be, who might get caught if they do 
not have any excessive profits. 

Mr. Harpy. What I want to get clear, if I can express it in a way 
that we can all understand it, is this: If a contractor has a half-dozen 
plants performing essentially the same functions, only one of which 
has. accelerated amortization, and if a normal depreciation rate is used 
in your original pricing policy, would he not still recover his ac- 
celerated rate through its being incorporated with his total operation? 

Mr. Borpner. Normally, yes; under the present Renegotiation Act. 

Mr. Harpy. If you did not use in renegotiation that accelerated 
rate with respect to that particular facility because of the fact that 
it is only a small part of his total, would you not get a pricing advan- 
tage if you used your normal depreciation rate for your initial pricing 
and at the same time would he not recover his accelerated rate on that 
particular facility ? 

Mr. Borpner. If you grant the assumption the amounts are so 
small they get lost in consideration of costs, it makes no difference, 
it is true, but that just begs the principle. 

Mr. Harpy. If his profits on his total operation are sufficiently high 
to enable him to recover his accelerated rate on this particular plant, 
he would get the benefit regardless of the fact that he had made his 
original pricing on the basis of a normal rate; would he not? 

Mr. Borpner. Are you forgetting also the assumption the amounts 
were too small and so did not appear in the results? That assumption 
is required. 

If the amounts involved are significant, you would not get the same 
answer. If the amounts involved are significant, he is going to re- 
cover under the present Renegotiation Act an amount of cost equal 
to all his other costs, plus full amortization—accelerated depreciation, 
if you call it that—plus a profit which presumably would be as much 
as he would have received without the amortization privilege. 

Mr. Harpy. His percentage of profit on the production of a par- 
ticular part of his total operations would not be related to the whole 
operation in renegotiation. 

Mr. Borpner. That is right, although in some cases where a special 
contract performed in facilities subject to amortization is large, that 
segment might be looked at separately from the whole in the renego- 
tiation process. There is no legal requirement, however, that that be 
done. I think when it comes to the more detailed question regarding 
renegotiation, I should not be in the position of trying to answer for 
the Renegotiation Board what their administrative policy will be. 
It merely happens that because I was engaged in renegotiation for 
the Navy during World War II I know some of the things we did 
at that time. 

Mr. Casey. In effect, then, the recommendation that you make now 
is that the Renegotiation Act be kept intact so far as the relationship 
to these specific certificates is concerned, and that for pricing purposes 
the accelerated amortization be used in lieu of the normal depreciation 
as used during World War IT. 

Mr. Borpner. Yes. 
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Mr. Casey. Can you tell us what is the basis for that recommenda- 
tion? How is that going to be beneficial from the standpoint of the 
Government ¢ 

Mr. Borpner. That is contained throughout the analysis here. In 
the first place, you cannot use a fac ilities program unless you have a 
program that is firm from the standpoint of an agreement with the 
contractors at the very outset as to their treatment for at least taxation 
and renegotiation, if not initial pricing. It also should include initial 
pricing for the use of those facilities. Contractors would demand as 
a part of the consideration of going ahead with the program that they 
have a firm arrangement and ‘that they be given recovery of what is 
certified to them by the certifying authority, bearing in mind that the 
certifying authority itself states that is a major consideration in 
arriving at the amount to be certified in establishing the portion of the 
cost applicable to the emergency period of 5 years. “Tf that is not done 
directly, in connection with the negotiation for the certificate, if it is 
not approached directly from the standpoint of the contractor receiv- 
ing exactly that amount back through all the pricing and taxation 
processes, than you would impair the usefulness of the amortization 
program. 

It is true that the amortization program might be used to a certain 
extent based on a tax benefit only, but the effect would be to drive 
certifications to higher percentages so the contractor would actually 
recover from tax savings alone somewhere near what he might have 
recovered through the more direct determination from a pricing stand- 
point. But you would shut off and foreclose the use of the tax amor- 
tization program in those cases where the minimum reimbursement to 
the contractor, even assuming 100 percent certification, would be in- 
adequate to compensate him for the use of the facilities during the 
emergency period. 

I showed the example in the case of buildings, that even if the con- 
tractor had a 100 percent certificate he would still have about one- 
third of the cost unrecovered at the end of a 5-year period, and in the 
case of machine tools he would still have one-quarter of the costs 
unrecovered. 

Mr. Casey. Have you any basis for feeling the present expansion 
program is suffering by reason of the present situation—and by the 
way, at this point, what is the present policy of the Department of 
Defense with respect to pricing ? 

Mr. Franke. At the moment our policy is in the recommendation 
stage. It is not firm. We are trying to coordinate this policy with 
Mr. Wilson’s office before putting it into effect. 

Mé: Casey. How much do you allow them on pricing—the normal 
rate uf depreciation, or the accelerated rate ? 

Mr. Franke. There is no consistency as yet. I understand that in 
some instances 100 percent has been allowed and in others a smaller 
amount. There has not been a great amount of this as yet. 

Mr. Casey. Have the contractors now any basis for assuming that 
they are going to get treated any better in pricing than they did in 
World War IT with respect to this amortization ? 

Mr. Borpner. They have a renegotiation act, which is a firm law 
recently enacted by the Congress, and the wiser contractors rec ognize 
that is going to give it to them anyhow regardless of what is allowed 
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in initial pricing. They were very much concerned while the law was 
being considered. 

Mr. Casey. De I understand you to say that the law does not give 
them the full benefit ? 

Mr. Borpner. It does. The Renegotiation Act does already. 

Mr. Harpy. If it is only normal depreciation? 

Mr. Borpner. If there are certificates of necessity full amortization 
is allowed in repricing under renegotiation. 

Mr. Casey. Whether or not it is allowed in your initial pricing? 

Mr. Borpner. Right. | 

Mr. Casey, So what is wrong with the present system ? 

Mr. Borpner. We have an inconsistency that is ethically unsound 
and indefensible. 

Mr. Harpy. You can correct that administratively. 

Mr. Borpner. Surely. 

Mr. Casey. Is it not true, however, that under the system which 
prevailed during World War II with respect to pricing and renego- 
tiation, there was a tendency to discriminate against small-business 
men who might not have had as many costs and complex operations 
in which you might say he could pad his costs in order to be in a 
favorable position for renegotiation ? 

Mr. Borpner. I cannot answer that. The answer to that is, it could 
have had that result because I believe that the smaller contractors 
were generally not as ably advised in many instances as larger con- 
tractors were, and they were not as good guessers on their costs, and 
there may have been many small contractors who suffered because of 
having no renegotiable profits. 

Mr. Casey. I thought that was in substance what you testified to a 
short time ago. 

Mr. Borpner. There is that tendency. 

Mr. Casey. When you say there was a new policy adopted of allow- 
ing percentage certifications, under the present revenue act, it really 
was not new with respect to World War I experience, if the Treasury 
Department’s testimony here this morning is correct ; is that so? 

Mr. Borpner. Well, the World War situation was a good deal dif- 
ferent. There was no firm initial determination by the certificate 
process of what would be allowed. It was subject to a retroactive 
determination after the emergency was over. I do not think the two 
situations are quite comparable. 

Mr. Casey. At any rate, the net result of the practice in World War 
I was to grant a percentage amortization ? 

Mr. Borpner. Yes; but on an entirely different basis. 

Mr. Casey. In your recommendation with respect to the authority 
to renegotiators to disallow, you might say, an increment of the amor- 
tization in only a very limited number of unusual cases, that recom- 
mendation is made, I assume without regard to any survey on the 
part of the Department of Defense of the present percentages in the 
certificates now being issued ? 

Mr. Borpner. Yes. 

Mr. Casry. You do not know whether they are all too high or not? 

Mr. Borpner. No. 

Mr. Casry. Your recommendation would, therefore, hold good only 
if after that survey it should be determined in a great number of cases, 
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as good an estimate as now can be made has been made with respect 
to the postwar economic life of the facilities? 

Mr. Borpner. As good as may be made in the circumstances. 

Mr. Casey. Exactly, and if, to take the corollary situation, a survey 
determined that even under present circumstances the percentages 
fixed generally were too high, your recommendation would not obtain ? 

Mr. Borpner. There is the assumption that in the main you expect 
administrative competence from the certifying authority. If they are 
not going to do a good job, you ought to have somebody who can do 
a good job. 

Mr. Casey. Precisely. So when you recommend the negotiator have 
only very limited authority and a very limited classification, it is based 
upon the assumption that the job is being done now by the certifying 
authority as well as it can be done under the circumstances. 

Mr. Borpner. Yes, sir. 

Mr. Casry. And when you speak of gross error as a basis for re- 
vising the percentage, do you mean gross error on the part of the con- 
tractor in representing the facts or gross error on the part of the ad- 
ministrators in fixing the percentage / 

Mr. Borpner. Both, but presumably you could not have gross error 
on the part of the certifying authority without generally some mis- 
representation on the part of the contractors. 

Mr. Casey. I think you and I might differ on that point, if I under- 
stood your answer to be that there could not be any gross error on the 
part of the Administrator unless the error is induced at least in part 
by the contractor. 

Mr. Franke. I do not see that it makes any great difference who 
makes the error. 

Mr. Casey. It might make some difference, just to follow up this 
theory, that in this certificate the contractual arrangement entered 
into between the Government and the contractor, unless you attribute 
some gross error to the contractor, then there might be some question 
as to how far you can go in abrogating the existing contract. 

Mr. Franke. You are speaking about the legal effects? 

Mr. Casry. The legal or equitable or reasonable aspects of it. 

Mr. Franke. What I am recommending is that the Renegotiation 
Board be given the right to correct over-certifications regardless of 
how they occurred or whether they resulted from intentional errors. 
In my opinion this is the only readily available means of making such 
a correction. 

Mr. Casry. Are you aware of the fact that the fixed percentage in 
the certificates of necessity, in the present administration of the pro- 
gram, is a tax on the particular industry in the issuance of the 
certificate ? 

Mr. Borpnrr. Yes. 

Mr. Casey. And how do you feel that providing authority for the 
construction of the Government-owned plant would enable the Ad- 
ministrator to cut down on the percentage of the certificate ? 

Mr. Borpner. Because I think that when it comes to these military 
end items, that each case should actually be negotiated on its own 
merits, and not on an industry-wide basis. The industry basis may be 
more applicable to basic commodities such as steel and aluminum. 

Mr. Harpy. Would you say that any policy which the Government 
makes in fixing an industry-wide percentage on military end items, is 
wrong ¢ 
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Mr. Borpner. Yes. 

Mr. Casey. And if in the fixing of a percentage, for example, for 
the Chrysler tank plant in Delaware, which percentage was fixed in 
relation to the percentage fixed for steel, that there is or is not any 
impropriety in that approach ? 

Mr. Borpner. There would be no relationship between a tank plant 
and a steel plant, or between automobiles and steel, and I think that 
is a good case where it should be negotiated on the basis of its own 
merits, and not on the basis of some industry-wide ratio. 

Mr. Casey. And are you aware of the fact that in the present prac- 
tice, in the granting of these certificates they do not call for any 
horse trading between the Government and the applicant ? 

Mr. Borpner. Yes. 

Mr. Casry. Does your knowledge of that fact affect any recom- 
mendations which you have made ? 

Mr. Borpner. These recommendations are that there should be re- 
negotiation in each particular case apply in case where military end 
items are involved. 

Mr. Casey. What is the present practice in fixing prices for prod- 
ucts with respect to companies who held certificates of necessity dur- 
ing World War IT and wrote off 100 percent of the costs of the plant? 

Mr. Borpner. They would be allowed no depreciation, or any other 
charge in lieu thereof, in pricing. 

Mr. Casey. Does that practice give to those contractors a com- 
petitive advantage in negotiating Government business ? 

Mr. BorpNrer. We are talking about negotiated contracts now? 

Mr. Casey. Yes. 

Mr. Borpner. I do not see why it does. 

Mr. Harpy. If he did not have to charge any plant depreciation 
he would have an advantage, would he not ? 

Mr. Borpner. The prices are being negotiated on the basis of actual 
or estimated costs plus allowance for profit in each case. 

Mr. Harpy. So then you contend that if they do not—it would 
have one of two effects: One is the case of a contractor who would 
have a plant that is fully amortized in competition with a con- 
tractor who would not have. Either you permit the contractor with 
a fully amortized plant a greater percentage of profit, and he gets 
all the business, or you can negotiate at a lower price. Is that right? 

Mr. Borpner. That might be true, if we are buying exclusively items 
for which the price is the same for one contractor as for another 
contractor with another set of facts. The situation is not that simple. 

Mr. Harpy. If a particular contractor did not have to, and is not 
permitted to include any depreciation on his plant, and another con- 
tractor must do that, if he can to stay in business, then the contractor 
who has the fully amortized plant gets that increased profit, or he 
can contract with the Department of Defense at a lower price than 
his competitor ? 

Mr. Borpner. I do not believe we have very many illustrations where 
we can make any such comparison. 

Mr. Harpy. Let me put it this way: Take the case where you have 
competitive bids—and you do not use that very much today, do you? 

Mr. Borpner. That has declined a great deal. There is not much 
of that today, I am told. 
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Mr. Casey. Let me give you this example: Do you have any com- 
petitive bidding in the automobile-parts industry today ‘ 5 

Mr. Borpner. I cannot say offhand with respect to any particular 
segment of industry. as 

Mr. Casey. However, you do have some competitive bidding ? 

Mr. Borpner. Yes; but I am told that the Department has a rela- 
tively small percentage. 

Mr. Casey. Well, in competitive-bidding contracts, the contractor 
who has no depreciation to include as a part of his cost is in a better 
position than the one who does not 

Mr. Borpner. I think that that particular case probably is more 
important in standard commercial products than in other areas, and 
I see what you are driving at, but actually the philosophy of American 
business generally today is that they should live and let live, and 
that when they make any determination as to what the price should 
be in such a situation they are generally inclined to be protective 
to their industry as a whole, and in making cost determinations for 
pricing purposes, normal depreciation of facilities is one of the 
elements to be considered, even for facilities which have been written 
off. 

Mr. Harpy. You mean they violate the antitrust laws? 

Mr. Borpner. I do not know whether that is true or not. I think 
it is the fact with respect to their attitude in the matter. We do 
not get into price cutting on this score unless in cutthroat competition, 
such as we experienced during the depression in the thirties. 

Mr. Casey. Is it not a fact that in negotiating the contracts now 
that the Government does request informal quotation of prices from 
three, four, or five selected contractors in the particular industry ? 

Mr. Borpner. Yes; in many cases. 

Mr. Casry. In negotiating the contract, it negotiates the contract 
with one or all the people who submitted quotations which it solicited ¢ 

Mr. Borpner. Yes; but tthe prices are not the same for all the bids 
accepted. 

Mr. Casey. And if there is included in that three, four, or five con- 
tracts one contractor who does not have to make any allowance, or 
who is not permitted to make any allowance for depreciation, he 
is in a better competitive position than his associates ? 

Mr. Borpner. If he wants the business bad enough—— 

Mr. Harpy. You are getting away from the point of whether he is 
better off than the others. You say “if he wants the business bad 
enough.” ‘That does not have anything fo do with the question. The 
question is whether he is in better position than his competitor. He 
is, is he not ? 

Mr. Borpner. Surely. 

Mr. Franke. That is exactly why we are talking about corrective 
measures. The condition you describe may well have been brought 
about by the issuance of 100-percent certificates in World War II. 

Mr. Casry. How can you prevent that situation from rearising in 
some future emergency, if the contractors who have certificates of 
necessity during this emergency are permitted to write off plants to 
the extent of 80 or 90 percent, and who thereby would be in a better 
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position in some subsequent emergency as against the others who have 
to include some cost for depreciation in their price ? 

Mr. Franke. I think we come back to the question of the amount 
in which the certificate is issued, and again, as to whether some con- 
tractors should be given certificates for emergency facilities at all. 

The same condition can arise in nondefense business. A company 
may have a plant that has been written off through normal processes, 
that has never had Government contracts, but has written off its 
plants through normal depreciation deductions but is still operating 
them. In other words, two companies with identical plants can have 
entirely different depreciation bases at any specific date. 

Mr. Harpy. Then if you are going to negotiate for the same items 
with two companies, one of which has a plant fully amortized and the 
other does not, you have got to pay a higher price to one or you have 
got to permit the other to have a larger profit. 

Mr. Franke. The company which has a plant that has been written 
off has certain advantages; there is no question about that. 

Mr. Borpner. Yet if we want production from both we are going to 
pay higher prices to the one who has the higher costs, and that affects 
the negotiation of contracts today, from the price standpoint. 

Mr. Harpy. So that you are buying the two contract items at the 
same price—— 

Mr. Borpner. We do not, generally, except in the case of standard 
commercial products. 

Mr. Harpy. That is the assumption that we need the products of 
both plants, the output of both plants. If you needed only one you 
would contract with the one who had already written his plant off, 
and the other fellow would likely have a plant standing idle? 

Mr. Borpner. Not necessarily. 

Mr. Casey. Is it or is it not a fact that in the case of normal depre- 
ciation by the time the fellow gets his plant written off his books, he 
probably is in position to have to replace his plant, or a substantial 
part of it? 

Mr. Borpner. There are cases where that is true, and there are cases 
where it is not true. But generally they lean over backward in pro- 
viding normal depreciation, and the tax administration generally 
allows them to doso. Asa rule it would be expected that the normal 
contractor would have a certain amount fully depreciated, under a 
normal program, with normal depreciation, for facilities acquired 
years ago. 

Mr. Harpy. But he would’ not be in as good shape as the fellow 
whose plant was fully depreciated in 5 years? 

Mr. Borpner. That is true. 

Mr. Casey. I think that is all I have, Mr. Chairman. 

Mr. Harpy. We certainly thank you gentlemen for your help in 
this matter. 

Mr. Franke. Thank you. 
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STATEMENT OF FRANK L. ROBERTS, CHAIRMAN, MILITARY RENE- 
GOTIATION POLICY AND REVIEW BOARD, OFFICE OF THE 
SECRETARY OF DEFENSE; ACCOMPANIED BY RICHARD B. CROSS, 
MEMBER OF THE BOARD; OLIVER MAY, SPECIAL ASSISTANT; 
AND BARRON K. GREER, COUNSEL FOR THE BOARD 


Mr. Harpy. Mr. Roberts, will you identify yourself for the record ? 

Mr. Roserts. My name is Frank L. Roberts, Chairman of the Mili- 
tary Renegotiation Policy and Review Board, Office of the Secret tary 
of Defense. 

May I identify the other gentlemen here with me. Mr. Barron K. 
Greer, counsel for the Board; Mr. Richard B. Cross, member of the 
Board; and Mr. Oliver May, special assistant to the Board. 

Mr. Chairman, I have no statement prepared. 

Mr. Harpy. Maybe you can add something to the confusion which 
has already been made. 

Mr. Roserts. I am sure I can. 

Mr. Harpy. You have heard the agg | here both from the Treas- 
ury and from Mr. Bordner and Mr. Franke. If you can give us a 
little hight on this situation, in your own way, we will appreciate it. 

Mr. Roserts. Mr. Chairman, I find no glaring errors in the remarks 
of the gentlemen that have preceded me. 

There are a few things about. the actual allowances of amortization 
in costs that I would like to point out. In World War II amortization 
was a part of the general overhead of the contractor and amortization 
was divided between the renegotiable and nonrenegotiable portions of 
his business, in the same way “that other overhead costs were divided, 
or allocated, as we call it. 

This had the effect of charging some amortization to the normal 
commercial products of the contractor. The reasons for this are that 
generally certificates cover equipment and machinery, and that ma- 
chinery and equipments was used in producing both types of products. 
Only in unusual cases, where there was a separate plant covered by a 
certificate, would the entire amount of the 20 percent amortization be 
charged to the Government for renegotiable business. 

That had the effect. of mitigating the amount of dollars the con- 
tractor deducted from income before he reported his profits for re- 
negotiation. 

I might say here that it has been our belief that in order to arrive 
at a fair judgment of what constitutes excessive profits, all good busi- 
ness charges should be deducted before arriving at the total profits. 

Also I think it might be helpful to dwell a little bit on the prior act, 
the 1943 act particularly. The question was asked earlier as to whether 
any committee of the Congress had its special attention directed to 
the facts of putting renegotiation on a tax-allowance basis, and it is 
my understanding, while I w as not there, that the Senate Finance 
Committee went into the matter in det tail, and I gather by directing the 
special allowance of 20-percent amortization, ‘they passed upon the 
point with full knowledge of the results. 

Renegotiation was originated as a repricing of each individual 
contract. It was quickly realized that the result of that procedure 
would be to defeat the whole program, and therefore the first amend- 
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ment to the Renegotiation Act of 1942 was to put it on what we con- 
sider as the over-all basis. The over-all basis means that all of the 
receipts and accruals from all the contractors renegotiable business, 
whether it be subcontracts, purchase orders, or prime contracts, 0: 
from whatever source, be added together and the total amount is what 
the renegotiation administrators look at. The result was the profit 
for renegotiation purposes, and that was the part to which the judg- 
ment was applied. 

The over-all basis has the advantages that the contractor might have 
an individual contract or a purchase order or a group of contracts 
and’ purchase orders, where he had a loss or a subnormal margin of 
profit, and this permitted the leveling off of prices on all his renego- 
tiated business, so that whether the contractor was reporting for tax 
purposes or his profit to stockholders, he was renegotiated on Govern- 
ment renegotiable business. 

Now I would like to make one further observation, that in view of the 
consideration given to all the facts of a particular case the possession 
of large amounts of certificates of necessity would reduce the contrac- 
tor’s risk and he would retain less dollars of profit than otherwise. 

I might say that viewing some of the cases at random, that the accel- 
erated amortization measured against costs amounted to a fraction of 
1 percent, and that-the World War II experience 1 really had a very 
slight influence percentagewise. 

Mr. Harpy. Consideri ing the heavy volume of the total defense busi- 
ness let me ask you just one question here: In handling renegotiations 
under the present act, let us take two cases : One a case where the owner 
has only one plant involved, and that plant, for the sake of argument, 
has a certificate of necessity at 80 percent amortization rate; and 
another case where a contractor with three plants, we will assume, with 
one plant having already been fully amortized; another plant that has 
a normal amortization rate, and the third plant with an 80-percent rate. 
Now in those two situations, are they handled exactly the same; is there 
any difference when you get to renegotiation ? 

Mr. Roperrs. I want to be sure that I understand the question. The 
first plant had an 80 percent amortization rate / 

Mr. Harpy. Yes; with just one plant, that is all he had. 

Mr. Roserts. And the other fellow had a certificate, and in one plant 
he had normal depreciation ¢ 

Mr. Harpy. Yes. 

Mr. Roserts. In the renegotiation, as to the amount of the certifi- 
cates, there would be no difference in the results between the two 
situations. 

Mr. Harpy. In the one case renegotiation could take into account 
such accelerated amortization ¢ 

Mr. Roperts. That is it. 

Mr. Harpy. And the other case you would take accelerated amorti- 
zation only with respect to one plant, and normal with respect to the 
other ? 

Mr. Roperrs. Yes. 

Mr. Harpy. If you did not consider, if you are not required to use 
the same rate of renegotiation as the certificate of necessity establishes 
for depreciation amortization in the original contract based at the 
normal rate, what would be the difference in the net effect in that 
second half? 
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Mr. Roserts. If we are not required to follow the certificate in 
allowing amortization ; is that the question ? 

Mr. Harpy. Yes. 

Mr. Roperts. And there had not been allowed in the original price 
any amortization ? 

Mr. Harpy. Yes. 

Mr. Roserts. Mr. Chairman, let us say right there, in all of this 
discussion about the renegotiation effect between the price with no 
allowance for amortization and allowance in tax methods of account- 
ing, that the contractor first has to earn what we term an excessive 
profit. 

Mr. Harpy. That is why I gave this illustration, because presum- 
ably if the contractor has one plant which he has already fully amor- 
tized, and another which he has got a normal amortization rate of 
depreciation on, he has a lower rate to earn the profit on, and the third 
one, when they are all taken together, the plant which has not yet been 
amortized, how is he going to charge 15 or 20 percent ? 

Mr. Roserts. Assuming that the original prices were the same / 

Mr. Harpy. Yes; that is correct. So that whereas in one case, the 
first case, where you have one plant with a certificate of necessity for 
80 percent amortization in 5 years, unless that amount is allowed in 
your renegotiation he actually is not able to amortize it unless he makes 
an awful lot of profit. 

In the second case, because of the fact he has the other plant, might 
he not still be able to amortize his plant facilities under the certificate 
of necessity even though he were not allowed the accelerated rate of 
renegotiation ? 

Mr. Roserts. I lost the part of the last sentence. 

Mr. Harpy. Assuming that your contract was originally priced on 
the basis of normal depreciation, and here is a contractor with more 
than one plant, only one of which has a certificate of necessity for 
accelerated amortization; taking the total operation might he not 
depreciate that plant at the accelerated rate, even though he were not 
permitted any renegotiation when it is combined with the other two? 

Mr. Roserts. Let me see if I can get one thing really clear as a part 
of the premise of the question. The plant concerned would have to 
be producing renegotiable business before depreciation or amortiza- 
tion from its output would be included in any respect. 

Mr. Harpy. Yes; I understand that. 

Mr. Roserts. Now, in his renegotiation, granting that it was one 
corporation that owned these three plants and under the over-all re- 
negotiation method, he would have combined the income and would 
have combined the charges for depreciation and amortization. 

Mr. Harpy. That is just exactly the point. So when they are com- 
bined, because of the fact that he has one plant that is already com- 
pletely amortized, even though you do not permit accelerated amorti- 
zation, might he not be able to amortize this particular plant at the 
accelerated rate / 

Mr. Roserts. The one that is already written off ; no, sir. 

Mr. Harpy. No; Iam talking about the new. 

Mr. Roserts. He could amortize his plant in accordance with his 
certificate as to that specific plant only and he would take deprecia- 
tion on the one that he had no certificate on. That would be a com- 
posite figure, as sales and all other costs would be a composite figure. 
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Mr. Harpy. But my point is this. His earnings would be such that 
excess profits would not catch him because of his certificate ; whether 
or not it were allowed in renegotiation, I do not know; that is what [ 
am trying to get clear. 

However, I do not want to belabor that point. I was just trying to 
clear up my own thinking. 

Mr. Roserts. I would like to straighten it out and I want to be 
sure that it is very clear that because of the merging of the sales, the 
merging of the costs, that he would be getting nothing that he would 
not if they were entirely separate transactions from each plant; he 
does not gain anything by merging his plant covered by a certificaie 
with plants not covered by certificates. 

Mr. Harpy. That clears it up. 

Mr. Casey. Mr. Roberts, under the World War II practice of allow- 
ing merely normal depreciation for pricing and accelerated deprecia- 
tion for renegotiation, do you feel that created a tendency on the part 
of the contractors to pad their costs in pricing in order to be able to 
recoup the accelerated amortization in renegotiation ? 

Mr. Rozerts. That is a difficult question to answer. I think to the 
extent that businessmen are realists, that they either attempted to 
make their cost estimates sufficiently high to cover that point, to pro- 
vide for it, or they exercised managerial talent in reducing costs so 
that a high enough profit result. 

Mr. Casry. In other words, I may take your answer as an affirma- 
tive answer in the sense that we know that businessmen are realists? 

Mr. Roserts. I think I would certainly agree that they are realists. 

Mr. Casry. I believe you stated that it was your feeling that in 
renegotiation all good business costs should be allowed as part of the 
eventual price to be allowed? - 

Mr. Roserrs. Yes; I did. 

Mr. Casey. And translating that into the field of amortization, 
do you feel that the renegotiators should be permitted to judge for 
themselves how much of the amortization allowed in the certificate of 
necessity represents a good business cost ? 

Mr. Roverts, Mr, Casey, I would like to give a categorical answer, 
but I find it difficult. If I had to I would say that I do not think they 
should be permitted to adjust it, which is the effect, I believe, of your 
question; because, if I may point out, the judgment involves the 
economic usefulness of the particular facility after the end of the re- 
quired emergency period for purposes of national defense. I believe 
that judgment would be most difficult to make. 

If I may, I would like to refer back to the period immediately 
following World War II. The best body of economic thought or at 
least a very good body of economic thought was that we were tre- 
mendously overcapacitied and if during the time then prevailing, the 
Renegotiation Board were to make the judgment as to the amount of 
amortization to be permitted under these certificates, it would have 
been 100 percent. Subsequent events have proven how wrong they 
would have been. 

Mr. Casry. We would, however, be no worse off since 100 percent 
has been allowed in most cases anyway. 

Mr. Roserts. That is right. However, making it analogous to the 
present-day situation, there is a definite percentage allowance, as I 
understand it. 
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Mr. Casry. And assuming that the percentage under the present 
practice averages about 75 percent for all industries, do you feel that 
at the end of the 5-year period, and even at any succeeding year within 
that 5-year period, the renegotiators are in a better position to ad- 
judge the future economic usefulness of the facilities than the certify- 
ing authority who is required to base his judgment on conditions 
existing at the time that the applicant files for a certificate of neces- 
sity when, in many cases, not even the ground is broken for the 
facility ? 

Mr. Roserts. It would appear that that should be true, but I think 
for the reason that I have stated that it might work just the reverse. 

Mr. Casey. At least the renegotiators could not be in any worse 
position than the certifying authority; that is true, is it not? 

Mr. Roserrs. Except for this illustration; I think they would 
have been if my illustration were to reoccur. I think then they would 
be in a worse position. 

Mr. Harpy. They might come up with a worse answer, but they 
would not be in any worse position. 

Mr. Casey. At least, they would be in a position of knowing that 
the war was over and we were not having a 10-year emergency in- 
stead of a 3- or 4-year emergency. 

Mr. Roserts. Well, that is right. 

Mr. Casey. Are you aware of the recommendation made by the 
Brewster committee of 1947 or 1948 with respect to renegotiating these 
certificates of necessity / 

Mr. Roperts. Indeed I am. 

Mr. Casry. To your knowledge, has any consideration ever been 
given to the recommendation made by that committee / 

Mr. Roserts. There has been, Mr. Casey, in executive session before 
the Senate Finance Committee and I do not know the degree to which 
I am permitted to discuss that. But the matter was considered fully 
in my presence as recently as last February. 

Mr. Casey. That was subsequent to the enactment of the Revenue 
Act of 1950, or prior to that ? 

Mr. Roserts. It was subsequent. 

Mr. Casey. Was any consideration given to it prior to the enact- 
ment of the Revenue Act of 19504 

Mr. Roserts. I do not know. 

Mr. Casey. In substance the recommendation of that committee 
was that the renegotiators be given authority to disallow some part 
of the accelerated amortization in renegotiation. Is that true, or is 
that not true? 

Mr. Roserts. No; that is not, in my opinion. 

Mr. Casey. What do you construe that recommendation to be—the 
recommendation of the Brewster committee ? 

Mr. Roserts. The Brewster committee’s recommendation, was that 
more important consideration be given in renegotiation to the pos- 
session of certificates of necessity and to correcting the then permis- 
sive act of selling the assets acquired under a certificate under the 
long-term capital gain feature of the income-tax law. That was the 
conclusion that I reached, being in the room at the time the Brewster 
committee were developing the material that later resulted in their 
recommendation. 
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Mr. Casey. At least, in the published hearings of the Brewster 
committee, it was brought out that 20 oil companies made excessive 
profits of some $65 million of which $59 million was retained by the 
oil companies under their certificates of necessity, so that only 46 
million was recovered in renegotiation. 

Mr. Roserts. That is right. There was a third item that I wish 
to mention and that was, I believe, they intended that a percentage 
certificate be given in accordance with the testimony of the WPB 
people who testified that they had given an amount, less than 40 
percent in certificates after they took them over, giving effect to the 
possible economic usefulness of the facility after the emergency period. 
The oil companies came in I believe under the provision of the prior 
act permitting certificates of necessity to be telescoped to a shorter 
period and as the emergency was declared over on September 29, 
1945, the income accounts were recomputed in accordance with the 
law and additional costs substituted, due to the shortened period, to 
amortize the cost of the facilities under their certificates. 

Mr. Casey. That telescope provision has since been eliminated from 
the law? 

Mr. Roserts. That is not present in the act on the books now. 

Mr. Casrty. Do you have any opinion to express with respect to re- 
enacting that provision ? 

Mr. Roserts. No; I have not given it consideration. I felt that the 
present act was an improvement over the old act and part of it was 
in accord with the findings of the so-called Brewster committee. 

Mr. Casey. I have no further questions. 

Mr. Harpy. I do not believe we need pursue this further. We cer- 


tainly appreciate the comments we have had from you gentlemen and 
the subcommittee will stand adjourned to reconvene on the call of 
the Chair. 

Mr. Rosnerts. I wish to thank you, Mr. Chairman, for your courtesy. 

Mr. Harpy. Thank you very much. 

(Whereupon the subcommittee adjourned to meet on the call of 


the Chair.) 
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APPENDIX 


APRIL 24, 1951. 
Maj. Gen. THOMAS F, FARRELL, 
Deputy Administrator for Resources Expansion, 
Defense Production Administration, Washington, D.C. 

DEAR GENERAL FarrELL: During the tax amortization hearings before this 
subcommittee on April 20, 1951, there was introduced into the record a memo- 
randum of understanding, dated April 9, 1951, on the subject Responsibilities 
for Procurement of Metals and Minerals Under Section 303 of the Defense Pro- 
duction Act of 1950. Mention was made in that memorandum of financial cer- 
tifications under section 302 of the Defense Production Act. 

The representatives of the Defense Production Administration who were ques- 
tioned concerning the effect of this memorandum in connection with section 
302 loans expressed doubt as to its meaning and purpose. inasmuch as you 
apparently took part in the conference to which this memorandum refers, the 
subcommittee would be pleased to have your explanation of it, with particular 
regard to the reviewing function now performed by the Defense Production 
Administration in the granting of section 302 loans. 

Sincerely yours, 
Porter Harpy, Jr., Chairman. 


DEFENSE PRODUCTION ADMINISTRATION, 
Washington, April 27, 1951. 
Hon. Porter Harpy, Jr., 
Chairman, Government Operations Subcommittee of the 
Committee on Expenditures in the Executive Departments, 
House of Representatives, Washington, D. C. 

Drak Mr. Harpy: In reply to your letter of April 24, the memorandum of 
understanding on the subject Responsibilities for Procurement of Metals and 
Minerals Under Section 803, Defense Production Act of 1950 should not have 
included any reference to responsibilities under section 302 under the subject 
of the memorandum. 

The responsibilities of the Office of Staff Service under section 302 would be 
limited to comments on proposed loan applications for metals and minerals proj- 
ects as referred by the Office of Resources Expansion. 

I appreciate your pointing out the lack of understanding on the part of certain 
representatives of this Administration concerning the effect of the memorandum 
and, accordingly, it has been revised to omit any mention of responsibility 
under section 302. 

For your information, a copy of the revision is attached. 

Sincerely yours, 
T. F. FARRELL, 
Deputy Administrator for Resources Expansion. 
DEFENSE PRODUCTION ADMINISTRATION, 
April 9, 1951. 
[Revised April 27, 1951] 


MEMORANDUM OF UNDERSTANDING 


Subject : Responsibilities for Procurement of Metals and Minerals Under Section 
308, Defense Production Act of 1950. 
Present: Messrs. Gibson, Farrell, Wilde (part time), Morgan, Durkin, and Gay- 
nor (reporting). 
1. It was agreed that consideration and recommendations on metals and 
minerals projects under section 303 are the primary responsibility, within DPA, 
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of the Office of Staff Service. Included therein is the necessary liaison with the 
appropriate delegate agency (usually DMA). 

2. It is the responsibility of the Office of Resources Expansion to process 
required financial certifications under section 303 of metals and minerals 
projects which are recommended by the Office of Staff Service. Included therein 
are the certification to the General Services Administration or other fiscal agency, 
and the maintenance of the necessary financial records. 

3. Mr. Gibson will prepare a letter for General Harrison’s signature to DMA, 
setting forth the latter’s responsibility for negotiating the best possible deal for 
metals and minerals procurement. The Office of Staff Service will review the 
proposed programs and specific projects for eligibility under section 308 and 
general conformity :to requirements and policy. 

4. Mr. Gibson will approve the proposed copper program as essential to the 
defense effort, considering the long-term aspects of certain contracts. Addition- 
ally, he will forward copy of counsel’s memorandum to the effect that such 
programs may be included under the Defense Production Act. 


DEPARTMENT OF COMMERCE, 
NATIONAL PRODUCTION AUTHORITY, 
Washington, April 23, 1951. 
Hon. Porter Harpy, Jr., 
Chairman, Government Operations Subcommittee, 
House of Representatives, Washington, D. C. 

DEAR MR. CHAIRMAN: In testimony before your committee last Friday some 
Government witnesses advised that they had recommended against a Govern- 
ment loan for the Green River project. The reason advanced was that scrap 
iron was expected to be in short supply and that as a consequence production 
from open-hearth furnaces would be reduced in proportion by the amount of 
scrap iron consumed by the proposed Green River electric furnaces. 

It appears advisable to clear up any misunderstanding that this testimony 
may have occasioned. 

Certain alloy and other special quality steels that are needed for defense 
purposes can be produced only in modern electric steel-making furnaces. The 
Green River project contemplates the installation of such furnaces. 

To insure production at Green River of these kinds of steel which are in short 
supply, the following condition was incorporated in the loan agreement: “The 
plant to be constructed by the borrower is to be used to produce alloy and other 
special quality steels for use in the national defense effort.” 

In summary, the proposed Green River project is necesary in the interests of 
national defense. It requires scrap iron as a basie raw material as do all 
electric alloy steel-making furnaces. To obtain the special steels needed for 
the defense effort which can be produced only in modern electric furnaces such 
as those proposed for installation at Green River the scrap required therefor 
must be supplied and, if necessary, will be allocated by the Government. 

Sincerely yours, 
FRANK R. CREEDON, 
Assistant Administrator for Facilities and Construction. 


EXECUTIVE OFFICE OF THE PRESIDENT 
NATIONAL SECURITY ResouRcES BOARD 
WASHINGTON, D. C. 

{For release to afternoon papers, Wednesday, December 13, 1950] 


Issuance of 48 necessity certificates for rapid tax write-off to expand defense 
facilities of 18 steel and 3 refractories companies was announced today by Stuart 
Symington, Chairman, National Security Resources Board. 

In steel, the necessity certificates issued were for expanded facilities estimated 
at $469,266,643. That should provide an additional capacity of more than 
5,500,000 ingot tons, 2,500,000 tons of coke capacity, and 2,750,000 tons of pig 
iron capacity, with related finishing facilities. 
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the The refractories expansion was estimated at $22,000,000. 

Under the Internal Revenue Act of 1950, plant expansion for defense purposes 
ocess can be depreciated at a much faster rate than normal depreciation for tax pur- 
erals poses. Those who seek this tax benefit submit their applications for judging 
Prein primarily on the basis of how much of their expansion is for defense work. Ap- 
ency, plications may be granted in full, reduced, or rejected. 

q Total expansion in the steel industry for which certificates have been issued 
YMA, to date exceeds $600,000,000, including the $144,000,000 worth of facilities in- 
1 for volved in the certificates issued several weeks ago to the Jones & Laughlin Co. 


> the The expangion thus far would provide almost 7 million tons of steel ingot 

and capacity and 3 million tons of coke capacity, in addition to the pig-iron capacity 
and related finishing facilities. 

. the The companies to which certificates were issued today, place of expansion, and 

tion- the amount of facilities applied for are as follows: 

such 


Steel: 


Republic Steel Corp., Birmingham, Ala.; Cleveland, Ohio; 
Alabama City, Ala.; South Chicago, Il 955, 000 
Northwest Steel & Wire Co., Sterling, Il] 507, 000 
Great Lakes Steel Corp., River Rouge, Mich 833, S00 
The Youngstown Sheet & Tube Co., East Chicago, Ind , 095, 000 
Crucible Steel Co. of America, Midland, Pa 124, 144 

Armco Steel Corp., Ashland, Ky.; Zanesville, Ohio; Middletown, 
Ohio 992, 406 
Sheffield Steel Corp., Kansas City, } 500, 000 
Dene: Btar Steel Go., one: Star, Texs.o. 2st et 73, 425, 200 
ome Connors Steel Co., Birmingham, Ala , 286, 970 
ern- West Virginia Steel & Manufacturing Co., Huntington, W. V: 3, 014, 352 
Tap Empire Steel Co., Mansfield, Ohio 9, 550, 000 
tion Woodward Iron Co., Woodward, Ala 500, 000 
C of Keystone Steel & Wire Co., Peoria 500, 000 
Hazelton Steel & Tubing Co., Hazelton, Pa 275, 340 
ony treen River Steel Corp., Owensboro, Ky 3, 001, 032 
National Steel Corp. (Weirton Steel Division), Ww eirton, W. , O78, 425 
“nse MecLouth Steel Corp., Trenton, Mich , 294, 442 
The Sharon Tube Co., Sharon, Pa 2, 333, 532 


Refractories : 

10rt General Refractories Co. : 
The ren, Ohio; Sproul, Pa.; B 
her burg Pa.; Rockdale, lll. ; : 

: Harbison-Walker Refractories Co.: 
3 of Portago County, Ohio; East Chicago, Ind. ; 
all more, Md.; Mount Union, Pa___- 
for Mexico Refractories Co., Mexico, Mo_-_- 
uch 
‘for 


: Joliet, Ill. ; Stevens Poterry, Ga.; 
altimore, Md.; Olive Hill, Ky.; Clays- 
Los Angeles, Calif.._____. 

Bessemer, Ala.; 

Fulton, 


wetnipres., 6 463: 708 
Windham, 
Mo.; Balti- 

. 12, 149, 451 

1, 409, 950 


Marcu 3, 1951. 


The Secretary of Agriculture. 

The Secretary of the Interior. 

National Production Administrator. 

Defense Transport Administrator. 

The development of the defense program is to a large measure dependent on 


Memorandum for: 


the expansion of industrial production to provide military requirements and 
supply essential civilian needs. It is desirable that this expansion be undertaken 
to the maximum possible extent by private business within the framwork of 
the competitive enterprise system. The tax-amortization program, provided 
for in section 124A of the Internal Revenue Code, if vigorously administered, can 
be expected to help bring about this industrial expansion. 

The regulation issued by the National Security Resources Board and approved 
by the President on October 26, 1950, will be followed by the Defense Production 
Administration in carrying out this program. As certifying authority, I urge 
each delegate agency to proceed as rapidly as possible with its reports and 
recommendations, in accordance with that regulation. Additional copies of the 
regulation, which contains the basic criteria, are attached hereto. An essential 
function of the delegate agencies is to be informed regarding capacity and re- 
quirements in each industry, in order that the criteria may be applied properly. 
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Attached is a memorandum which discusses the administration of the tex- 
amortization program to date. The staff of the Defense Production Administra- 
tion is available at all times to discuss any problems while the delegate agencies 
may encounter in carrying out this program in conformity with the regulation 
and the statute. It is requested that each delegate agency submit a final or 
progress report as to each application within 3 weeks of its referral. 

Report and Recommendation on Application for Necessity Certificate, Form 
No. 142, additonal copies of which are attached, is available for his purpose, but 
need not be used if another report form is deemed by the delegate agency to 
be more suitable. In any event, the delegate agency should submit such addi- 
tional facts and information as it believes will be necessary or Helpful. 

W. H. Harrison, Administrator. 


DEFENSE PRODUCTION ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
March 1, 1951. 
Memorandum re amortization of emergency facilities under section 124A of the 
Internal Revenue Code. 


INTRODUCTION 


In 1940, in order to aid and encourage the expansion of productive capacity 
by private industry, the Internal Revenue Code was amended (sec. 124) to 
authorize the amortization over a 60-month period of facilities certified as neces- 
sary in the interest of national defense during the emergency period. Issuance 
of necessity certificates under section 124 was terminated by Presidential Procla- 
mation in September 1945. 

Until December 1943 the Secretary of War and the Secretary of Navy were 
the certifying authorities. Thereafter the War Production Board assumed this 
function. 

During the life of section 124 the certifying agencies received approximately 
54,000 applications and issued approximately 41,000 necessity certificates for 
facilities estimated to cost about $7.3 billion. Practically all certificates issued 
by the services were for 100 percent. Under the War Production Board, about 
SO percent of the certifications issued were for only 35 percent of the cost of the 
facilities. 

Section 124A of the Internal Revenue Code was included as a part of the 
Revenue Act of 1950 for the purpose of making available again in the present 
emergency this means of encouraging the investment of private capital in the 
expansion of facilities needed for the defense effort. 

This section provides that every person at his election shall be entitled to a 
deduction with respect to the amortization of the adjusted basis (cost) of an 
emergency facility (as defined) based on a period of 60 months. This deduction 
is in lieu of the deduction provided by section 23 (1) of the code; i. e., normal 
depreciation. 

An “emergency facility” is defined to mean any facility, land, building, ma- 
chinery, or equipment, the construction, reconstruction, erection, acquisition, or 
installation of which was completed after December 31, 1949, and with respect 
to which a certificate has been issued. 

In determining the adjusted basis (cost) of an emergency facility, there shall 
be included only so much of the amount of the basis as is properly attributable 
to such construction, reconstruction, erection, installation, or acquisition after 
December 31, 1949, as the certifying authority has certified as necessary in the 
interest of national defense during the emergency period and only such portion 
of such amount as such authority has certified as attributable to defense 
purposes. 

Thus a taxpayer having a necessity certificate for an emergency facility in 
the amount of, say, 50 percent of the cost may elect to deduct for tax purposes 
5) percent of the cost over a period of 60 months; that is, 10 percent per year. 
In addition, during the same 60-month period he may deduct for tax purposes 
normal depreciation on the balance of the cost of the facilities. At the end of 
the 60-month period, he may continue to take his deduction for normal depre- 
ciation for tax purposes only on the uncertified portion. If he has elected to 
terminate the amortization deduction at any time during the 60-month period, he 
can thereafter take only a deduction for normal depreciation for that portion of 
the facilities not theretofore written off for tax purposes. 
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NECESSITY FOR AMENDMENT OF THE REVENUE CODE 


In general, under section 23 (1) of the code, a taxpayer, in computing net 
income for tax purposes, is allowed as a deduction from gross income a reasonable 
allowance for the exhaustion, wear, and tear (including a reasonable allow- 
ance for obsolescence) of a depreciable business asset. This allowance for 
depreciation may not inelude reduction in market value not resulting from 
these specified causes. In practice, depreciation deductions are based on esti- 
mates of “useful life,’ which vary for different types of property, usually con- 
forming fairly closely to schedules indicated by Bulletin F, which, although it 
does not have the effect of a Treasury decision, reflects Bureau practice and 
opinion. These estimates of “useful life’ are determined by a number of fac- 
tors, and physical life is an important consideration. 

It may be presumed that the selling price of goods and services includes some 
amount which represents a return of a portion of the cost of the capital assets 
which produced them. This recovery of capital investment may occur tax-free, 
however, only as deductions for depreciation are permitted (in somewhat uniform 
amounts) over the useful life of the productive asset. 

The annua! depreciation deduction may be increased under certain cireum- 
stances by an allowance for extraordinary obsolescence. The regulations of the 
Bureau provide that, as to property which is clearly shown by the taxpayer as 
being affected by economie conditions that will result in its being abandoned at a 
future date prior to the end of its normal useful life so that depreciation deduc- 
tions alone will not return the investment at the end of the economic term of 
usefulness, a reasonable deduction fer obsolescence in addition to depreciation 
may be allowed in accordance with the facts. The mere opinion of the taxpayer 
that the property may become obsolete at some later date is not sufficient to 
establish a claim for an increased deduction. 

Further, a claim for obsolescence deduction will not be considered until it is 
definitely known that the facilities are becoming obsolete. The burden is on the 
taxpayer to establish that he is entitled to the increased deduction, and his claim 
may and probably would be contested in many instances. More important, it has 
been held that a mere diminution of profits resulting from competition does not 
give rise to a deduction for obsolescence when there is no reasonable probability 
that the assets will not be continued in service during their normal useful life in 
the business for which they were designed. 

Accelerated depreciation may be allowed if the taxpayer can establish that by 
reason of unusual operating conditions the normal useful life of a facility has been 
impaired. The burden is on the taxpayer, however, to prove abnormal deprecia- 
tion, and evidence of excessive use without more will not suffice. Taxpayers 
claiming abnormal depreciation are required to furnish detailed information in 
support of this claim and may have great difficulty in securing Bureau agreement 
to the increased allowance. 

In a national emergency, when heavy demands are made upon the economy for 
military supplies and requirements, productive capacity must be converted from 
its customary employment with attendant cut-backs in civilian goods and services, 
or productive capacity must be expanded to accommodate some part or all of both 
military and essential civilian needs. Where conversion will not suffice to supply 
military items, there is no alternative but to bring new capacity into production 
for that purpose. 

This new capacity and expansion of facilities can be built and financed directly 
by the Government or it can be done under certain circumstances by private busi- 
ness, principally with private capital. In the present emergency, the choice has 
already been made that to the maximum extent possible the expansion of our 
industrial plant necessary to the mobilization effort shall be carried out by the 
latter means. 

As a practical matter, however, rapid expansion of production capacity in a 
national emergency, on the broad scale required, cannot be undertaken by private 
business without some modification of the income-tax statute. This would be true, 
in general, even though the Government loaned the money necessary to accom- 
plish the expansion. The fact that credit might be made available by the Govern- 
ment for this purpose would not in itself serve as an incentive. Debt must be 
repaid regardless of the identity of the lender. 

Mobilization requires a high level of Government expenditures and high tax 
rates. High taxes drain off cash at the very time that expanding production 
places increased demands upon current assets. Business is not likely to invest 
capital in productive capacity over and above normal requirements when earnings 
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after taxes fail to provide a reasonable return and when depreciation allowances 
under section 23 (1) fail to permit a recovery of investment commensurate wit} 
the risk. Business will not invite bankruptcy or financial embarrassment by in 
vesting in facilities which at the end of the emergency may not be economically 
useful and in which large amounts of invested capital remain unrecovered and 
unrecoverable under competitive conditions in a peacetime economy. 

As explained above, statutory provisions governing depreciation allowances for 
purposes of computing net income for tax purposes are based essentially on 
concepts of useful life. They give no real recognition to risks peculiar to invest- 
ments in emergen y facilities. The exceptions mentioned above, relating to 
extraordinary obsolescence and accelerated depreciation, fail to provide a means 
by which a taxpayer may secure assurance in advance that these risks will be 
recognized for tax purposes. 

Section 124A provides a measure of protection by permitting deductions from 
gross income for tax purposes based upon risk of loss of economic value and by 
providing for a determination in advance, binding on the Bureau, of allowable 
deductions in lieu of normal depreciation. 

This form of tax relief proved to be a powerful inducement in World War II 
for business to go forward with its own finances to provide facilities needed for 
that effort. In World War II, however, the Government itself, through Defense 
Plant Corporations, built plants all over the country to further war production. 
We are relying at this time upon business to build the plants and facilities, and 
section 124A must be made to work as it was intended if the desired expansion of 
‘apacity is to be achieved without direct governmental intervention. 


ADMINISTRATIVE PROCEDURE UNDER SECTION 124A 


The Revenue Act of 1950 was approved September 23, 1950. Section 216 of that 
act added section 124A to chapter 1 of the Internal Revenue Code. 

Under Executive Order 10172 (October 12, 1950) the President designated the 
Chairman of the National Security Resources Board as the certifying authority 
under the new section. 

Regulations governing the issuance of Necessity certificates were drafted by the 
staff of the Resources Board and after circulation for comment were prescribed 
in their present form by the Chairman of the Resources Board, with the approval 
of the President on October 26, 1950. Thereafter an application form with sup- 
porting appendix forms for use by applicants was released for public distribution. 

A form of report and recommendation for use by the delegate agencies in 
making recommendations to the certifying authority was distributed to those 
agencies in November 1950, 

The first applications for Necessity certificates were filed with the Business 
Expansion Office of the National Security Resources Board on October 30, 1950. 

The regulations, which continue in effect, consist of five parts: 

art 600.1 contains pertinent definitions, 
art 600.2 outlines the criteria for determination of necessity and of the 
portion attributable to defense purposes. 
art 600.3 explains the procedures for filing, provides for referral of 
applications to the proper Government agency according to responsibilities 
assigned by the Defense Production Act of 1950, and recites the responsi- 
bilities of those agencies in relation to the certifying authority. 
Part 600.4 and 600.5 relate to the powers of the certifying authority and 
amendments to the regulations. 
In accordance with the provisions of 600.8 of the regulations and sectiun 101 of 
part I of Executive Order 10161 (September 9, 1950), applications are filed with 
the certifying authority and referred by it to four delegate agencies according to 
the nature of the business or expansion program of the applicant, as follows: 
Department of Interior, Department of Agriculture, Department of Commerce, 
and Defense Transport Administration of Interstate Commerce Commission. 
Within the Department of Interior five separate administrations have been estab- 
lished for dealing with problems of the defense effort. These are: Petroleum 
Administration for Defense, Defense Minerals Administration, Defense Power 
Administration, Defense Fisheries Administration, and Defense Solid Fuels 
Administration. 

Executive Order 10172 directed the Chairman of the Resources Board, in 
carrying out his function as certifying authority, to utilize the departments and 
agencies of the Government, according to their respective assigned responsibili- 
ties pursuant to the Defense Production Act— 
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(a) To furnish reports and recommendations in respect to applications 
for necessity certificates ; 

(b) To maintain relationships with the various industries in respect of 
such applications; and 

(c) To develop necessary programs for the expansion of capacity. 

Accordingly, the regulations above referred to provide for the referral of 
applications to the delegate agencies for the purpose of making reports, and 
recommendations thereon to the certifying authority. This procedure takes 
full advantage of the specialized knowledge and background of the records, 
staffs, and contacts of existing Government agencies having an intimate knowl- 
eige of and ready means of access to information concerning the individual 
problems to which the applications relate. It makes possible the maintenance 
of a minimum review staff to coordinate and evaluate the over-all effort. It 
avoids the necessity of employing industry specialists by the certifying authority 
who would duplicate the efforts of the existing facilities of the Government. 

The reports of the delegate agencies should deal specifically with the criteria 
specified in the regulations. Matters such as necessity for expansion in each 
instance, the relation of the expansion sought to existing conditions in the in- 
dustry, prospective requirements for defense programs and essential civilian 
requirements, shortages or prospective shortages of the product and the facili- 
ties, and the probable impact of the expansion in relation to future usefulness to 
the applicant should be investigated, reported on, and discussed. 

These reports as to the factual situation within industries are absolutely 
essential to a proper discharge of the duties of the certifying authority. Recom- 
mendations as to postemergency economic usefulness and observations as to 
other aspects of the criteria should be made by the delegate agencies. Recom- 
mendations as to percentage certificates are very helpful and are desired, but 
the delegate agencies, if in doubt, should either consult with Defense Production 
Administration for advice or submit without percentage certification and leave 
that to Defense Production Administration. In practice, the certifying authority 
is always ready to consult with the interested delegate agency in all cases before 
reaching a final decision on percentages and would prefer to have the advice 
and assistance of the delegate agency. The ultimate responsibility, however, 
rests with the certifying authority. 

There is danger that the delegate agencies may become preoccupied with per- 
centages at the expense of the preparation of the basic data, called for by the 
regulations and the suggested report form, upon which a judgment as to per- 
centage should be based. 

The regulations and the report form have proven workable and in general 
entirely adequate to date. It may be that as we gain experience we will revise 
either or both if that should become necessary and desirable. On the basis of 
the criteria contained in these regulations, applications involving expansion 
programs in the amount of approximately $3,000,000,000 have been processed by 
Commerce, Petroleum Administration for Defense, Defense Transport Adminis- 
tration, Agriculture and Defense Minerals Administration. The major prob- 
lems have occurred with reference to securing adequate analyses and reports 
as to shortages, necessity, and the relations of expansion programs to the eco- 
nomic background of the industries in which the expansion occurs. Of course, 
it was primarily for the purpose of securing these basic data from the delegate 
agencies that the present procedure was provided for by Executive order and 
thereafter developed. 

Executive Order 10200 (January 8, 1950), which created the Defense Produc- 
tion Administration, designated the Defense Production Administrator as the 
certifying authority for the purposes of section 124A, effective as of the date on 
which the Administrator first appointed takes office. General Harrison, Defense 
Production Administrator, assumed his duties on January 25, 1951, and since 
that date has acted as the certifying authority. 


ADMINISTRATIVE POLICY 


Certification of emergency facilities has proceeded on the basis of a number of 
broad general principles which have evolved from the cases. 

(a) The objective of the whole operation is to get expansion of productive 
capacity, to get it quickly, in the areas of economy in which it is needed, and 
to get it by encouraging business to take the initiative with a minimum of Gov- 
ernment intervention and assistance. 
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The statute confers a broad responsibility and wide administrative discretion 
upon the certifying authority. There must be a finding that a facility is neces- 
sary in the interest of national defense. The certifying authority, also, may 
certify only so much of the basis of a facility as is attributable to defense 
purposes. 

At the outset, therefore, we became concerned with matters of definition. 

(b) The definition of facility in section 124A (d) (1) is broad; i. e., an emer- 
gency facility means— 

“* * * any facility, land, building, machinery or equipment, or any 
part thereof, the construction, reconstruction, erection, installation, or 
acquisition of which was completed after December 31, 1949, and with re- 
spect to which a certificate under subsection (e) has been made.” 

Thé legislative history of section 124A does not suggest any limitation upon 
the term. The Defense Production Act, however, in section 702 (c) provides: 
“The word ‘facilities’ shall not include farms, churches, or other places ef wor- 
ship, or private dwelling houses.” 

We have regarded section 124A as part of the over-all legislation program 
embodied in the Defense Production Act and have therefore considered that 
section 702 (ce) of the latter act is indicative of a legislative intent that the 
term “facilities” in section 124A should be so limited. Except for this, however, 
we have considered that any machinery, equipment, buildings, or projects owned 
or to be owned by a taxpayer could be eligible for certification if the certifying 
authority was satisfied that it was required to aid in supplying goods and services 
necessary in the interest of national defense. The term obviously is not limited 
to productive facilities and facilities which support the performance of essential 
services such as transportation, and protective devices have been certified. 

(c) Seetion 124A contains no definition of “national defense.” .This term is 
defined in the Defense Production Act, section 702 (d), as follows: 

“The term ‘national defense’ means the operations and activities of the 
Armed Forces, the Atomic Energy Commission, or any other Government 
department or agency directly or indirectly and substantially concerned with 
the national defense, or operations or activities in connection with the 
Mutual Defense Assistance Act of 1949, as amended.” 

The regulations (pt. 600.2 (a)) provide that— 

“A material or service may be found to be so required (in the interest of 
national defense) if it is directly required for the armed services of the 
United States or auxiliary personnel for civil defense, for the Atomic Energy 
Commission, or for any operations or activities in connection with ‘the 
Mutual Defense Assistance Act’; or if it is in the nature of materials or 
services necessary for the production of materials or services directly re- 
quired in the interest of national defense during the emergency period; or 
if it is in the nature of materials or services necessary for the operation of 
the national-defense program; or if it is otherwise necessary in the interest 
of national defense.” 

This broad definition is consistent with the Declaration of Policy in section 2 
of the Defense Production Act. Military strength and economic strength are 
closely linked. They in turn are affected by the adequacy of goods and services 
essential to strong civilian support of a mobilization effort which may endure 
for a long period. 

Accordingly, we have considered that a broadening of the industrial base of 
the economy was well within the concept of national defense and that basic in- 
dustry as well as facilities to be employed in supplying direct and indirect mili- 
tary requirements could properly be certified if existing capacity was determined 
to be insufficient or prospectively insufficient to meet the over-all requirements 
deemed by the certifying authority necessary to support a well-rounded mobili- 
zation effort. 

(d) Section 124A does not provide for the amortization of a facility. Under 
the statute the taxpayer is entitled to a deduction with respect to the amortiza- 
tion of the basis of a facility. Essentially the deduction allowed is that portion 
of the investment (basis) which the certifying authority has determined can 
be recovered from gross income, tax-free, during the emergency period if income 
from whatever source is sufficiently large for that purpose. The certifying 
authority is directed to certify only so much of the investment as is necessary 
in the interest of national defense during the emergency period and only such 
portion of such amount as is attributable to defense purposes. 

Section 600.2 (c) of the regulations provides that— 

“In determining the portion of the facilities attributable to defense pur- 
poses, consideration will be given to the probable economic usefulness of the 
facility for other than defense purposes, after 5 years.” 
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The regulation states merely that the certifying authority will give considera- 
tion to factors which the statute directs him to consider in the discharge of his 
responsibility. 

This provision of the regulations, which does not appear in so many words in 
the statute, and the fact of percentage certification have led to suggestions by 
proponents of 100-percent certification that the intent of Congress has not been 
carried out in the administration of the law. 

The record is clear, however, that 100-percent certification of all emergency 
facilities was not intended: 

(1) The language “and only such portion of such amount as such authority 
has certified as attributable to defense purposes” did not appear in old section 
124. 

(2) The administration’s view of provisions for amortization of emergency 
facilities then pending before Congress was expressed in a memorandum dated 
September 15, 1950, from Charles S. Murphy, Special Counsel to the President, 
addressed to Mr. Charles W. Davis, clerk of the Committee on Ways and Means, 
House of Representatives, in response to a letter sent by Mr. Davis at Chairman 
Doughton’s request raising certain questions concerning the proposed amend- 
ment to the code. 

Two excerpts from that memorandum are of particular interest in relation 
to percentage certification : 

“The purpose of these provisions is to encourage private companies to build 
facilities needed for defense, by permitting them in appropriate cases to recover 
part or all of their investments in such facilities in 5 years, without regard to 
the regular amortization provisions of the tax law. 

“Insofar as is consistent with the primary purpose of getting needed facilities 
built, the law obviously should be administered so as to minimize postemergency 
advantages to the businessmen who build them. No law can ‘guarantee’ against 
such special advantage because matters of judgment are involved in each case. 
The present language of H. R. 9420 does, however, clearly permit the President 
to establish proper and uniform standards and procedures for administering the 
rapid amortization provision. Furthermore, the present language clearly con- 
templates that the Government should permit accelerated amortization of only 
a part of the investment in cases where some postemergency usefulness for the 
facilities can be expected.” 

(3) Percentage certification bv the War Production Board under old section 
124 was upheld by a district court decision as a proper exercise of administrative 
discretion. 

(4) The proposition that deductions should be allowed only to the extent that 
economic loss is foreseen or estimated, is implicit in the concept of deductions 
from income based on loss of economic value of emergency facilities as compared 
with deductions based on useful life. 

(e) We have considered the term “emergency period” to mean 5 years. 

(f) Section 600.2 of the regulations states in general terms the criteria for 
determination of necessity and shortages. In practice this must be a judgment 
based upon the scope of the estimated requirements for the goods or services as 
measured against what we can now produce and what we propose to accomplish 
in what period of time. The targets for military items must be supplied by the 
military ; supporting items for essential civilian needs and basic industry must 
be and are bieng estimated by various programing and planning committees 
and divisions throughout the defense structure. The relation between the expan- 
sion determined to be required, as compared with what we have, is an essential 
factor to be weighed in certification since certification is the principal tool avail- 
able at the moment to induce the expansion desired. 

(9g) Section 600.2 contains other specified criteria which are important but 
which are of perhaps less general significance. Among them may be mentioned 
replacements, second-hand facilities, participation by small business, promotion 
of competitive enterprise, competence of management, location and methods of 
financing. The latter may be extremely important in many cases. 

(h) As a matter of policy we have certified facilities at 100 percent only where 
there was a clear prospect that the economic usefulness of the facility would end 
with the emergency. Probably a dozen cases have been certified at the maximum 
amount. A machine useful only for making military-type barbed wire for the 
Army is illustrative. 
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(i) Denials in general have been based on one or two grounds; no shortage or 
prospective shortages of capacity in the particular field in question or a lack 
of identity with the defense effort. Cases denied have approximated 15 to 
20 percent of cases approved. 

(j) Between these two extremes the cases shade into all degrees of relation 
to the defense effort. 

There can be no rule laid down in advance as to how and in what degree a case 
should be certified. The ultimate decision is a matter of judgment based upon 
the known facts and the best estimate that can be made of the particular factors 
and circumstances material to the application in question or to the industry in 
which the applicant is engaged. 

Basically our approach has been to give a high percentage where it appears 
that an investment in a facility may be expected to have little economic useful- 
ness after the emergency—for example, a standard machine tool which will be 
badly worn and in excess supply at the end of 5 years of hard usage. 

As it appears that the risk diminishes we reduce the percentage certification, 
bearing in mind, however, that the objective is to get needed expansion rather 
than to make calculations of great nicety as to the probabilities. 

(k) When it is desirable and appropriate to do so the cases are certified as 
nearly as possible on a uniform basis as to types of facilities within an industry 
rather than on a case-by-case basis. It follows therefore that applicants get 
as nearly equal treatment as possible unless factors exist which make it appro- 
priate to deviate. 

(1) If the industrial problem is such that the decisions should be based on a 
national picture, as in steel and freight cars, a pattern is applied uniformly to 
all members of the industry. If the industrial problem is such that the cases 
should be decided on a regional basis, that is done, as for example, in cement. 

If the industrial problem is one which depends on location of raw material, 
cases are certified on that basis, as for example, pulp facilities. 

(m) It has been considered sound policy to set percentages high enough so 
that the incentive to expand would have its effect on an industry-wide basis. 

In other words, little business and those not financially strong should be able 
to move forward with the pattern established. Percentages set only for the bigger 
and stronger companies would be contrary to the requisites in the Defense 
Production Act that to the maximum extent the framework of our system of 
competitive enterprise should be preserved. 

(n) It has been recognized and properly so that certification will have a 
certain effect upon price depending upon the product and the facility. Some 
products or services must be sold competitively with little opportunity to increase 
price to permit of more than so-called normal recovery of investment. That 
effect cannot be measured. The price of products and services sold to the Gov- 
ernment under procurement contracts will be affected by the extent to which 
accelerated amortization enters into contract pricing. In the last war only 
normal depreciation was allowed in contract pricing but full amortization was 
allowed in renegotiation. The policy to be followed in the present emergency 
has been under study and it is believed that the old policy will continue. If an 
applicant is to operate under a price umbrella which guarantees recovery of 
investment in price during the emergency. period that applicant may be assuming 
a much lesser risk than the producer who expands production without such 
an assurance. 

(0) In any event consideration must be given to the fact that recovery of in- 
vestment over and above normal may be accomplished wholly or partly through 
price or that it may occur only through tax saving. If recovery is measured by 
the latter then the recovery may be somewhat less than the percentages indi- 
cated in the certificate depending upon the tax rate. 

(p) If the certification rate is too low, i. e., our estimates of high postwar 
utility should prove to be too high, the taxpayer will not receive the benefit 
contemplated. 

If the certification rate is too high, i. e., our estimates of postwar utility are 
too low, the taxpayer will have a smaller depreciation deduction after the 5-year 
period and the cost to the Government is some loss of income during the 
emergency period. 

The following table will indicate the range of percentages and types of facili- 
ties certified as necessary in the interest of national defense at various per- 
centages. 
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One hundred percent: 
Special-purpose machine tools for production of military products exclusively 
Finishing units for production of alkylates and aromatics from petroleum 
Ninety percent : 
General purpose machine tools, including process heating equipment 
Supersonic wind tunnel 
Lake ore carrier (converted steamship) 
Highty-five percent : 
Blast furnaces 
Iron-ore-handling and processing facilities 
Coke ovens 
Special building for tank manufacture 
Conventional building for manufacture of guided missiles in locations sug- 
gesting doubtful postemergency utility. 
Petroleum storage in certain areas 
Magnesium rolling mills 
Refractories 
Ferro-alloy smelting facilities 
Righty percent: 
Alumina and aluminum reduction plant 
Bauxite 
Plant for processing of blood plasma 
Freight cars 
Inland waterway barges for petroleum and raw materials for steelmaking 
Lake ore carrier (conventional) 
Seventy-five percent : 
Basic petroleum refining 
Steel making furnaces 
Blooming mills and soaking pits 
Serap preparation and handling facilities 
Plants for production of XXX superphosphate in which AEC is interested 
Conventional factory buildings and extensions in industrial locations 
Seventy percent: 
Finishing facilities for high alloy steels 
Diesel powered tugs and tow boats 
Cement in certain areas 
Sixty-five percent: 
Diesel electric locomotives 
Wood pulp facilities of certain types 
Cotton gins in certain locations 
Sixty percent: 
Steel plant finishing facilities 
Fifty percent: 
High-tenacity rayons 
Paper mills of certain types 


Total applications to date (Feb. 23) 3, 319 
Teer ORE “OE Tremere as Si ee oe $10, 475, 000, 000 
Certificates issued 447 
Amount of applications $3, 000, 000, 000 
Average percent certified 74 


Certificates denied 63 
$36, 000, 000 


In determining the percentage of certification allowed on facilities which are 
deemed necessary, some factors which may or may not be specifically covered by 
the regulations are to be considered : 

(a) Normal rates of depreciation. 

(b) Location. 

(c) The probable extent of the over-all expansion anticipated or required 
and its likely effect—for example, a 15-percent increase or a 75-percent in- 
crease of capacity above estimated normal requirements. 

(d) Whether the facilities if intended for a military purpose can be con- 
verted to peacetime uses. 

(e) Price levels (construction costs as of August 1950 were 224 percent of 
1939 costs), and extra costs due to expedited construction. 

(f) Whether price of the product can be expected to include some part 
of the accelerated amortization factor. 

(g) Tax rates. 





382 CERTIFICATES OF NECESSITY AND DEFENSE LOANS 


(h) Whether expansion in competitive fields plus expansion in the tax- 
payer’s field will intensify the taxpayer’s economic problem subsequent to 
the emergency period. 

(i) Whether the proposed percentage amortization will permit a reduc- 
tion of debt to reasonable limits by the end of the emergency period at which 
time a business may be affected simultaneously by a reduction depreciation 
allowance and a reduction in volume of business. 

(7) The extent to which the facilities being certified may be expected to 
replace existing facilities. 

(k) Whether background of the industry was of “feast or famine” nature 
or one of erratic or uniform growth. 

(1) Likelihood of foreign competition after the emergency period. 

As-ilustrative of our approach, the pattern developed in the steel industry and 
the transportation industry may be mentioned briefly. It was not possible to 
consider the steel program solely from the point of view of an integrated ex- 
pansion because applicants were applying for individual facilities of all types. 
It was necessary, therefore, to reach a determination as to certification for each 
major type of steel facility. 

We felt that finishing facilities which in general had not been in short supply 
in relation to steel-making facilities were least in need of encouragement at this 
stage and further had a greater prospect of postwar utility. We felt that the 
greatest incentives should be given materials entering into the production of 
pig iron and steel since those were in short supply and probably involved the 
greatest financial risk. The same percentages were granted to every applicant 
on the same type of facility with some variations as a result of applying various 
criteria. 

Financial risks loomed fairly large in the final determination of these percent- 
ages. Large capital investments are required in this industry and substantial 
sums had to be raised by borrowing. Many companies were adding expansion 
programs to earlier programs lately or partially completed which in turn had 
been financed on borrowed funds, In order to permit the maximum utilization 
of private sources of capital and thus reduce the demands made upon the Gov- 
ernment for financial aid, we considered it necessary that the percentage certifi- 
cations provide adequate assistance to this end. 

In the transportation field we have certified freight cars, car ferries, and ore 
boats. Freight cars and car ferries were certified at 80 percent. A number of 
major factors were given consideration in reaching this conclusion. 

It was clear that the need for additional freight cars was acute. The roads 
have been asked to provide an additional 300,000 cars. There was a reluctance 
on the part of roads to buy cars because of the belief that the additional cars 
would be in excess of postemergency requirements. Further we were dealing in 
effect with a national pool of.a type of transportation equipment which the roads 
were not particularly anxious to own because cars once put on the line frequently 
are not returned to the owners for long periods of time. Many of the roads have 
been engaged in modernization and rehabilitation programs under which financial 
commitments have been made to substantially the full extent of normal deprecia- 
tion charges. Since the cars operate under ICC rate schedules and could not be 
expected to return more than normal depreciation in income, the desired ex- 
pansion would depend principally upon tax savings from accelerated amortiza- 
tion. 

An expansion of the economy for both military and civilian requirements will 
place heavy demands upon the transportation system and it was felt that no dis- 
couragement to the rapid provision of additional rolling stock should flow from 
the certification procedure. It is foreseeable that submarine warfare, troop 
movements and a general increase in the tempo of industrial activty will place 
such demands upon the roads that other aspects of the expansion program 
would be seriously impeded if substantial assistance were not made available. 


House or REPRESENTATIVES, 
Washington, D. C., May 5, 1951. 

Hon. Porter Harpy, Jr., 

Chairman, Subcommittee of Committee on 
Expenditures in the Executive Departments, 
310 House Office Building, Washington, D. C. 
DEAR CONGRESSMAN Harpy: In accordance with our conversation, I am sub- 
mitting herewith some suggestions for consideration by your committee. This 
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I am doing with some reluctance, because the complex and intricate political and 
economic factors involved make any prognosis speculative. 

On the other hand, I am greatly concerned with the prospect of undesirable 
consequences in the event there are serious defects in the accelerated tax 
amortization law as it now stands, and such faults remain uncorrected. Hence, 
my interest in this subject. 

In brief, I urge the committee to explore the following three ideas: 

(1) That section 124A of the Internal Revenue Code relating-to aceelerated 
amortization be repealed. 

(2) That legislation be formulated requiring outstanding certificates of 
necessity to be amortized over a period of 120 months instead of the original 
period of 60 months. 

(3) That the Way and Means Committee explore the plan of the Government 
of Canada that eliminates for 4 years the right to charge depreciation on certain 
classes of capital assets created after April 10, 1951. In support of this recom- 
mendation, I have attached to this letter (supplement A) an excerpt from 
the message of the Canadian Minister of Finance, Hon. Douglas Abbott, explain- 
ing the advantages of this program. 

In summary, the foregoing proposals seem to provide a base from which a 
satisfactory alternative to the present unsatisfactory situation may be 
formulated. 

I recognize that your committee is generally familiar with the various 
problems created by the present law and its administration. Nevertheless, I 
am constrained to set out briefly my views of the weaknesses in it. They are 
as follows: 

(1) Accelerated tax-amortization certificates, while technically defensible, 
are closely akin to special privilege. They give favored corporations billions of 
new plant facilities at a final cost to the corporation considerably less than the 
amount which such facilities would cost them under prewar tax and deprecia- 
tion conditions. The advantage thus gained comes out of defense or war earn- 
ings paid for by the American people, who are making solemn sacrifices in blood 
and tears during this period. In this connection, I have attached a condensed 
case history of one certificate of necessity that illustrates this point. See 
supplement B. 

(2) This scheme is highly inflationary. It provides an alluring incentive for 
corporations to create new facilities—confident that Government contracts in a 
few years will supply the gross earnings needed to write off by accelerated de- 
preciation the greatest part of their cost. 

Even without this factor in the business picture, an unprecedented race to 
create capital assets is taking place. 

According to official figures of the Department of Commerce and the Securi- 
ties and Exchange Commission (joint) business expenditures on new plant and 
equipment for 1951 are expected to reach $23,910,000,000. This will be the all- 
time high in business expansion. It will exceed by over $4,500,000,000 the 
previous record of business spending—$19,230,000,000 reached in 1948. 

The certificate of necessity scheme accentuates this unprecedented inflation- 
ary boom in business. 

(3) This scheme operates to centralize and concentrate the productive facili- 
ties into the hands of giant corporations. Reporting on World War II, Senate 
Document 26, page 47, Seventy-ninth Congress, declares : 

“Most of this privately financed expansion was carried out by large con- 
cerns utilizing the benefits of tax amortization. Sixty percent of the value 
of such facilities was built by the Nation’s 250 largest corporations. Fifty-one 
percent was built by the 100 largest.” 

(4) This legal method of quick write-off for new facilities makes it impera- 
tive for corporations to seek this advantage. Competition requires every com- 
pany to keep down costs. Accordingly, every company whose competitors are 
permitted to write off plant investments quickly under this scheme is con- 
strained to strive to create similar low-cost facilities for the future, in order 
to protect its postemergency competitive position. A vicious scramble for 
special tax advantage is thus encouraged. 

(5) This scheme seems to scuttle the goal of equality of sacrifice so des- 
perately important in the defense effort. Certainly it is true that the plan has 
a plausible explanation. 

Yet, if its advantages are as small as its defenders make them out to be, then 
the plan is unsound on balance. On April 16, the technical staii of the Treasury 
estimated that there would be a revenue loss of 1.5 millions over the 5-year 
period on the 2.8 billions of certificates of necessity outstanding on March 23, 
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1951. Since that time the total of certificates has increased to over 4.7 billions. 
While it is obvious that any revenue estimates are decidedly speculative, 
such estimates will certainly be used with a detrimental effect on the morale of 
the average taxpayer. 
— 7 7 ~ * . + 

As the law now stands, large-scale propaganda hostile to American business 
is being based on these apparent tax advantages. These apparent benefits are 
contrasted with the tax burdens of the individual citizen, now near the all-time 
high and still increasing. 

Any tax law whose operations can be used so effectively to smear American 
business, as Irving Olds, chairman of United States Steel, reports has happened 
in this case, needs reexamination, and if not overhauling, widespread public 
education to explain its justification. 

In conclusion, I want to commend the committee for its work. If any point 
has been raised in this letter on which the committee would like further infor- 
mation, my time is at your command. 

Sincerely yours, 
Howarkp BUFFETT. 


SUPPLEMENT A 
[From the annual statement of the Minister of Finance, Hon. Douglas Abbott] 


House or ComMMONS Desates, APRIL 10, 1951 


Consumer expenditures are being restrained by consumer credit regulations, 
as well as by the higher taxes introduced last September, and will be further 
affected by the higher taxes I shall be proposing a little later this evening. 
Taken together we think that these measures are adequate to the circumstances. 

Heavy capital expenditures, on the other hand, are providing the most severe 
internal pressure and all signs point to increasing pressure from this source. 
In 1950 they were much more than double 1946 and 50 percent above 1947. The 
reported capital expenditure plans for 1951 indicate intentions to increase them 
by a further 15 percent over 1950, but it may be doubted whether such an 
increase is physically possible. 

Capital expenditures are much more difficult to hold within bounds. Mone- 
tary and credit policies are having a restraining effort, but a large proportion 
of business corporations still have a highly liquid position and to that extent 
are less affected by these financial controls. The increases in corporation in- 
come taxes which I shall be proposing will drain off substantial amounts of 
corporate profits but the total volume of profits remaining in corporate hands 
will still be sufficient to maintain and, in some cases, to increase the capacity 
of corporations to plan additional capital investment without recourse to bor- 
rowed funds. Ordinarily this is a good thing both for the corporations and for 
the country, but under present conditions all expenditures of this sort that 
are not essential should be postponed. 

Steel and related controls will place considerable restraints on less essential 
capital expansion, but they will not directly affect certain kinds of investment. 
In fact they could have the result of intensifying competition for such other 
materials and labor as are available. To embark upon all-out direct construction 
control would be an almost impossible task, as the experience of 194445 indi- 
cated. 

What we need is a stiff financial deterrent that will affect particularly the 
businessman who is considering the kind of investment which is attractive, 
not because of its long-term soundness, but because it can be written off out 
of the expected high profits of the next few years at a time when he expects 
the rate of corporate income tax to be abnormally high. 

To provide this deterrent it is proposed to defer for a period of 4 years 
the right to charge depreciation on all capital assets acquired after April 10, 
1951, excepting certain classes of assets defined in the regulations and certain 
additional kinds of assets when certified as eligible by the Minister of Trade 
and Commerce. 

The principal classes of assets which will still be eligible for current depre- 
ciation without a certificate will be those acquired— 

(a) For the production and distribution of electricity, gas and water; the 
provision of telegraph and telephone services; pipelines, gas and oil well equip- 
ment; lumbering equipment; patents and franchises. 

(6) For use by individuals in farming, fishing, or a professional service. 
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The principal kinds of assets in respect of which the Minister of Trade and 
Commerce will be authorized, in his discretion, to issue certificates of eligibility 
for current depreciation will be those necessarily acquired for— 

(a) Defense purposes. 

(b) The production and distribution of primary products in the farming, fish- 
ing, mining, petroleum, lumber and pulp and paper industries. 

(ec) Direct use in a transportation or communication business. 

Under the proposal, the right to charge depreciation as an expense is deferred, 
not cancelled or even diminished. For example, $10,000 of ineligible assets 
acquired after April 10, 1951, will earn no depreciation for tax purposes dur- 
ing the next 4 years; but in 1955 it can be transferred to the depreciable asset 
account at its full original cost. If it is a type of asset that can be written 
off in, say, 10 years, it will be written off in 1955-64 instead of in 1951-60. 

The deterrent will particularly affect the businessman whose decision to make 
a capital expenditure is strongly influenced by the expectation that he can 
write off a large fraction of his cost at a time when both profits and tax rates 
are abnormally high, particularly if it is a kind of investment with uncertain 
profit-making possibilities 6 or 8 years hence. In other words it will compel 
the businessman to give primary attention to the long-term prospects of pro- 
posed capital expenditures and if outside financial participation is required 
lenders will also take this view. 

There will, therefore, be a stiff deterrent on projects of uncertain long-run 
value and also on capital expenditures on frills, gadgets, and generally “dress- 
ing up” offices, stores, and buildings. This deterrent should reduce the com- 
petitive scramble for scarce materials and equipment and thus place less strain 
on direct controls. Such materials and equipment will tend to go to those 
who can make the best long-term use of them. Bidders who are anticipating 
short-run quick profits will tend to withdraw from the market. One further 
advantage is that the Government will not be telling anyone that he cannot 
do this or that. What will happen is that a financial penalty will be put, in 
the short run, on those who go ahead with less essential expenditures. 

These revised depreciation regulations will go into effect immediately and 
will apply to all capital assets acquired after April 10, 1951. * * * 


SUPPLEMENT B 


In 1948, the International Paper Co. determined to build a dissolving pulp 
mill at Natchez, Miss., and construction began within a few months. This plant 
was completed and placed in operation in June 1950. 

Yet, on February 7, 1951, the company applied for a certificate of necessity 
providing for 5-year amortization for 65 percent of the cost of its construction, 
which amounted to $20,937,000, after deducting the cost of the land. This ap- 
plication was signed on a certificate that carries this statement: 

“It is hereby certified * * * the series of facilities described * * * are neces- 
sary in the interest of national defense during the emergency period, and that 
65 percent of the cost of construction, reconstruction, erection, installation, or 
acquisition thereof, after December 31, 1949, is attributable to defense purposes.” 
{Italics mine.] 

This application No, 2501 was recommended for approval on February 23, 1951, 
and a certificate was issued on February 28, 1951, signed by E. T. Gibson, Deputy 
Administrator, Defense Production Administration. 

Here is a facility that was designed, constructed, completed, and placed in 
operation before the outbreak of hostilities in Korea. Yet, it is given the benefits 
of this special tax legislation. Since that time, the same corporation has se- 
cured a similar certificate No. 2286 for 65 percent of the cost of additions to this 
plant, involving expenditures of over $22,000,000. 

In this connection, I wish to make it clear that I am in no way objecting to 
the action of the International Paper Co. The necessities of business com- 
petition are such that it is incumbent on the management of any well-run con- 
cern to take full advantage of any tax laws that are available to them. This is 
exactly what International Paper has done in this instance, and their action 
indicates an alert management. 

At the same time, the approval of certificate 2501, covering facilities com- 
pleted and in operation before the Korean hostilities, demonstrates conclusively 
the reckless and irresponsible way in which this law is written. 
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DEFENSE PRODUCTION AcT oF 1950 
TITLE III—EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


Sec. 301. (a) In order to expedite production and deliveries or services under 
Government contracts, the President may authorize, subject to such regulations 
as he may prescribe, the Department of the Army, the Department of the Navy, 
the Department of the Air Force, the Department of Commerce, and such other 
agencies of the United States engaged in procurement for the national defense 
as he may designate (hereinafter referred to as “guaranteeing agencies’), 
without regard to provisions of law relating to the making, performance, amend- 
ment, or modification of contracts, to guarantee in whole or in part any public 
or private financing institution (including any Federal Reserve bank), by com- 
mitment to purchase, agreement to share losses, or otherwise, against loss of prin- 
cipal or interest on any loan, discount, or advance, or on any commitment in 
connection therewith, which may be made by such financing institution for the 
purpose of financing any contractor, subcontractor, or other person in connection 
with the performance, or in connection with or in contemplation of the termina- 
tion, of any contract or other operation deemed by the guaranteeing agency to be 
necessary to expedite production and deliveries or services under Government 
contracts for the procurement of materials or the performance of services for the 
national defense. 

(b) Any Federal agency or any Federal Reserve bank, when designated by the 
President, is hereby authorized to act, on behalf of any guaranteeing agency, as 
fiscal agent of the United States in the making of such contracts of guarantee and 
in otherwise carrying out the purposes of this section. Ali such funds as may be 
necessary to enable any such fiscal agency to carry out any guarantee made by 
it on behalf of any guaranteeing agency shall be supplied and disbursed by or 
under authority from such guaranteeing agency. No such fiscal agent shall have 
any responsibility or accountability except as agent in taking any action pursuant 
to or under authority of the provisions of this section. Each such fiscal agent 
shall be reimbursed by each guaranteeing agency for all expenses and losses 
incurred by such fiscal agent in acting as agent on behalf of such guaranteeing 

gency, including among such expenses, notwithstanding any other ‘provision of 
law, attorneys’ fees and expenses of litigation. 

(c) All actions and operations of such fiscal agents under authority of or 
pursuant to this section shall be subject to the supervision of the President, and 
to such regulations as he may prescribe; and the President is authorized to pre- 
scribe, either specifically or by maximum limits or otherwise, rates of interest, 
guarantee and commitment fees, and other charges which may be made in Con- 
nection with loans, discounts, advances, or commitments, guaranteed by the 
guaranteeing agencies through such fiscal agents, and to prescribe regulations 
governing the forms and procedures (which shall be uniform to the extent prac- 
ticable) to be utilized in connection with such guarantees. 

(d) Each guaranteeing agency is hereby authorized to use for the purposes 

of this section any funds which have heretofore been appropriated or allocated 
or which hereafter may be appropriated or allocated to it, or which are or may 
become available to it, for such purposes or for the purpose of meeting the necessi- 
ties of the national defense. 

Sec. 302. To expedite production and deliveries or services to aid in carrying 
out Government contracts for the procurement of materials or the performance 
of services for the national defense, the President may make provision for loans 
(including participations in, or guarantees of, loans) to private business enter- 
prices (including research corporations not organized for profit) for the expan- 
sion of capacity, the development of technological processes, or the production 
of essential materials, including the exploration, development, and mining of 
strategic and critical metals and minerals. Such loans may be made without 
regard to the limitations of existing law and on such terms and conditions as 
the President deems necessary, except that financial assistance may be extended 
only to the extent that it is not otherwise available on reasonable terms. 

Sec. 303. (a) To assist in carrying out the objectives of this Act, the President 
may make provision (1) for purchases of or commitments to purchase metals, 
minerals, and other raw materials, including liquid fuels, for Government use or 
for resale; and (2) for the encouragement of exploration, development, and 
mining of critical and strategic minerals and metals: Provided, however, That 
purchases for resale under this subsection shall not include agricultural com- 
modities except insofar as such commodities may be purchased for resale for 








CERTIFICATES OF NECESSITY AND DEFENSE LOANS 387 


industrial uses or stockpiling, and no agricultural commodity shall be sold for 
such purposes at less than the higher of the following: (i) the current market 
price for such commodity, or (ii) the minimum sale price established for agricul- 
tural commodities owned or controlled by the Commodity Credit Corporation 
as provided in section 407 of Public Law 439, Eighty-first Congress. 

(b) Subject to the limitations in subsection (a), purchases and commitments 
to purchase and sales under such subsection may be made without regard to the 
limitations of existing law, for such quantities, and on such terms and condi- 
tions, including advance payments, and for such periods, as the President deems 
necessary, except that purchases or commitments to purchase involving higher 
than currently prevailing market prices or anticipated loss on resale shall not 
be made unless it is determined that supply of the materials could not be effec- 
tively increased at lower prices or on terms more favorable to the Government, 
or that such purchases are necessary to assure the availability to the United 
States of overseas supplies. 

(c) The procurement power granted to the President by this section shall in- 
clude the power to transport and store, and have processed and refined, any 
materials procured under this section. 

(d) When in his judgment it will aid the national defense, the President is 
authorized to install additional equipment, facilities, processes, or improvements 
to plants, factories, and other industrial facilities owned by the United States 
Government, and to install Government-owned equipment in plants, factories, and 
other industrial facilities owned by private persons. 

Sec. 304. (a) For the purposes of sections 302 and 308, the President is hereby 
authorized to utilize such existing departments, agencies, officials, or corpora- 
tions of the Government as he may deem appropriate or to create new agencies 
(other than corporations). 

(b) Any ageney created under this section, and any department, agency, 
official, or corporation utilized pursuant to this section, is authorized, subject to 
the approvel of the President, to borrow from the Treasury of the United States, 
such sums of money as may be necessary to carry out its functions under sections 
302 and 303: Provided, That the total amount borrowed under the provisions of 
this section by all such borrowers shall not exceed an aggregate of $600,000,000 
outstanding at any one time. For the purpose of borrowing as authorized by 
this subsection, the borrower may isste to the Secretary of the Treasury its 
notes, debentures, bonds, or other obligations to be redeemable at its option 
before maturity in such manner as may be stipulated in such obligations. Such 
obligations shall bear interest at a rate determined by the Secretary of the 
Treasury, taking into consideration the current average rate on outstanding 
marketable obligations of the United States as of the last day of the month pre- 
ceding the issuance of the obligations. The Secretary of the Treasury is author- 
ized and directed to purchase such obligations and for such purpose the Secre- 
tary of the Treasury is authorized to use as a public-debt transaction the proceeds 
from the sale of any securities issued under the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under the Second 
Liberty Bond Act, aS amended, are extended to include any purchases of obliga- 
tions hereunder. 

(c) In addition to the sums authorized to be borrowed under subsection (b), 
there is hereby authorized to be appropriated to carry out the purposes of sec- 
tions 302 and 308, such sums, not in excess of $1,400,000,000, as may be necessary 
therefor. 


REVENUE Act oF 1950 


Sec. 216. AMORTIZATION OF EMERGENCY FACILITIES 


(a) AMORTIZATION DepUCTION.—Chapter 1 is hereby amended by inserting after 
section 124 the following: 

“Sec. 124A. AMORTIZATION DEDUCTION. 

“(a) GENERAL RuLE.—Bvery person, at his election, shall be entitled to a deduc- 
tion with respect to the amortization of the adjusted basis (for determining 
gain) of any emergency facility (as defined in subsection (d), based on a period 
of sixty months. Such amortization deduction shall be an amount, with respect 
to each month of such period within the taxable year, equal to the adjusted basis 
of the facility at the end of such month divided by the number of months (includ- 
ing the month for which the deduction is computed) remaining in the period. 
Such adjusted basis at the end of the month shall be computed without regard to 
the amortization deduction for such month. The amortization deduction above 
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provided with respect to any month shall, except to the extent provided in sub- 
section (f) of this section, be in lieu of the deduction with respect to such facility 
for such month provided by section 23 (1), relating to exhaustion, wear and tear, 
and obsolescence. The sixty-month period shall begin as to any emergency 
facility, at the election of the taxpayer, with the month following the month in 
which the facility was completed or acquired, or with the succeeding taxable year. 

“(b) ELECTION OF AMORTIZATION.—The election of the taxpayer to take the 
amortization deduction and to begin the sixty-month period with the month fol- 
lowing the month in which the facility was completed or acquired, or with the 
taxable year succeeding the taxable year in which such facility was completed 
or acquired, shall be made by filing with the Secretary, in such manner, in such 
form, and within such time, as the Secretary may by regulations prescribe, a 
statement of such election. 

“(c) TERMINATION OF AMORTIZATION Depuction.—A taxpayer which has 
elected under subsection (b) to take the amortization deduction provided in sub- 
section (a) may, at any time after making such election, discontinue the amorti- 
zation deductions with respect to the remainder of the amortization period, such 
discontinuance to begin as of the beginning of any month specified by the tax- 
payer in 2 notice in writing filed with the Secretary before the beginning of such 
month. The deduction provided under section 23 (1) shall be allowed, beginning 
with the first month as to which the amortization deduction is not applicable, 
and the taxpayer shall not be entitled to any further amortization deductions 
with respect to such emergency facility. 

“(d) DEFINTITIONS.— 

““(1) EMERGENCY FAcILITY.—As used in this section, the term ‘emergency 
facility’ means any facility, land, building, machinery, or equipment, or any 
part thereof, the construction, reconstruction, erection, installation, or acqui- 
sition of which was completed after December 31, 1949, and with respect to 
which a certificate under subsection (e) has been made. In no event shall 
an amortization deduction be allowed in respect of any emergency facility 
for any taxable year unless a certificate in respect thereof under this para- 
graph shall have been made prior to the filing of the taxpayer’s return for 
such taxable year, or, in the case of an emergency facility completed or 
acquired by a taxpayer after December 31, 1949, and before the date of enact- 
ment of the Revenue Act of 1950, unless a certificate in respect thereof under 
this paragraph shall have been made prior to the expiration of twelve months 
after the date of enactment of the Revenue Act of 1950. 

“(2) EMERGENCY PERIOD.—As used in this section, the term ‘emergency 
period’ means the period beginning January 1, 1950, and ending on the date 
on which the President proclaims that the utilization of a substantial portion 
of the emergency facilities with respect to which certifications under sub- 
section (e) have be made is no longer required in the interest of national 
defense. 

“(e) DETERMINATION OF ADJUSTED Basis oF EMERGENCY Facrriry.—In deter- 
mining, for the purposes of subsection (a) or subsection (g), the adjusted basis 
of an emergency facility— 

“(1) There shall be included only so much of the amount of the adjusted 
basis*of such facility (computed without regard to this section) as is prop- 
erly attributable to such construction, reconstruction, erection, installation, 
or acquisition after December 31, 1949, as the certifying authority, desig- 
nated by the President by Executive order, has certified as necessary in the 
interest of national defense during the emergency period, and only such 
portion of such amount as such authority has certified as attributable to 
defense purposes. Such certification shall be under such regulations as may 
be prescribed from time to time by such certifying authority with the ap- 
proval of the President. An application for a certificate must be filed at 
such time and in such manner as may be prescribed by such certifying 
authority under such regulations, but in no event shall such certificate have 
any effect unless an application therefor is filed before the expiration of 
six months after the beginning of such construction, reconstruction, erection, 
or installation or the date of such acquisition, or before the expiration of 
six months after the date of enactment of the Revenue Act of 1950, which- 
ever is later. 

“(2) After the completion or acquisition of any emergency facility with 
respect to which a certificate under paragraph (1) has been made, any 
expenditure (attributable to such facility and to the period after such com- 
pletion or acquisition) which does not represent construction, reconstruc- 
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tion, erection, installation, or acquisition included in such certificate, but 
with respect to which a separate certificate is made under paragraph (1), 
shall not be applied in adjustment of the basis of such facility, but a sepa- 
rate basis shall be computed therefor pursuant to paragraph (1) as if it were 
a new and separate emergency facility. 

“(f) Depreciation Depuction.—If the adjusted basis of the emergency facility 
(computed without regard to this section) is in excess of the adjusted basis 
computed under subsection (e), the deduction provided by section 23 (1) shall, 
despite the provisions of subsection (a) of this section, be allowed with respect 
to such emergency facility as of its adjusted basis for the purpose of such deduc- 
tion were an amount equal to the amount of such excess. 

“g) PAYMENT BY UNITED STATES OF UNAMORTIZED Cost or Facirity.—If an 
amount is properly includible in the gross income of the taxpayer on account 
of a payment with respect to an emergency facility and such payment is certified 
as provided in paragraph (1), then, at the election of the taxpayer in its return 
for the taxable year in which such amount is so includible— 

(1) The amortization deduction for the month in which such ambdunt is 
so includible shall (in lieu of the amount of the deduction for such month 
computed under subsection (a)) be equal to the amount so includible but 
not in excess of the adjusteg basis of the emergency facility as of the end 
of such month (computed without regard to any amortization deduction for 
such month). Payments referred to in this paragraph shall be payments 
the amounts of which are certified, under such regulations as the President 
may prescribe, by the certifying authority designated by the President as 
compensation to the taxpayer for the unamortized cost of the emergency 
facility made because— 

“(A) a contract with the United States involving the use of the 
facility has been terminated by its terms or by cancellation, or 

“(B) the taxpayer had reasonable ground (either from provisions of 
a contract with the United States involving the use of the facility, or 
from written or oral representations made under authority of the United 
States) for anticipating future contracts involving the use of the facility, 
which future contracts have not been made. 

“(2) In case the taxpayer is not entitled te any amortization deduction 
with respect to the emergency facility, the deduction allowable under section 
23 (1) on account of the month in which such amount is so includible shall 
be increased by such amount, but such deduction on account of such month 
shall not be in excess of the adjusted basis of the emergency facility as of 
the end of such month (computed without regard to any amount allowable, 
on account of such month, under section 23 (1) or this paragraph). 

“(h) Lire TENANT AND REMAINDERMAN.—In the case of property held by one 
person for life with remainder to another person, the deduction shall be com- 
puted as if the life tenant were the absolute owner of the property and shall be 
allowable to the life tenant. 

“(i) Cross REFERENCE.—For special rule with respect to gain derived from 
the sale or exchange of property the adjusted basis of which is determined with 
regard to this section, see section 117 (g) (3).” 

(b) TecunicaL AMENDMENTS.—Section 23 (t) is hereby amended by striking 
out “section 124” and inserting in lieu thereof “section 124 and section 124A”. 

(c) Garn ATTRIBUTABLE TO AMORTIZATION DepucTIoN.—Section 117 (g) is 
hereby amended by striking out the period at the end of paragraph (2) and 
inserting in lieu thereof “; and”, and by inserting after paragraph (2) the 
following new paragraph: 

“(3) gain from the sale or exchange of property, to the extent that the 
adjusted basis of such property is less than its adjusted basis determined 
without regard to section 124 A (relating to amortization deduction), shal 
be considered as gain from the sale or exchange of property which is neither 
a capital asset nor property described in subsection (j).” 

(d) Errective Dates.—The amendments made by this section shall be applica- 
ble with respect to taxable years ending after December 31, 1949. 


RENEGOTIATION AcT OF 1951 
TITLE 1, SEO. 103 
(f) Prorits Derivep From Contracts WITH THE DEPARTMENTS AND SUB- 


CONTRACTS.—The term “profits derived from contracts with the Departments and 
subcontracts” means the excess of the amount received or accrued under such 
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contracts and subcontracts over the costs paid or incurred with respect thereto 
and determined to be allocable thereto. All items estimated to be allowed as 
deductions and exclusions under chapter 1 of the Internal Revenue Code (exclud- 
ing taxes measured by income) shall, to the extent allocable to such contracts 
and subcontracts, be allowed as items of cost, except that no amount shall be 

=" as an item of cost by reason of the application of a carry-over or carry- 
ack. 


Defense Expansion Division, DPA—Report on applications for necessity 
certificates under sec. 124A, as of Apr. 20, 1951 
Filed :_ 
Number 8, 408 
Amount $17, 257, 820, 840 
Pending: 
Namber 7, O31 


Amount 
Certificates issued : 

Number 

Amount applied for 

Amount certified 

Amount of TA 


IE I Si iis ccs ba, snd areack done a te wakincank ik dachdhicsins 


Certificates denied : 
Number 
Amount 


$12, 100, 729, 314 


1, 096 

$4, 963, 667, 975 
$4, 791, 528, 849 
$3, 465, 792, 227 
70 


281 
$193, 423, 551 


Defense Expansion Division, DPA—Status of sec. 302 loan applications rec- 
ommended by delegate agencies for certicates by Defense Production Admin- 
istration, as of Apr. 20, 1951 





Received } Approved Denied ! Pending 





{ 


| 
|Num-| Num-| 
Amount ? \ ber Amount ‘ ber | Amount 


Delegate agency N 
Num-} Num- 
ber | Amount 


PraBeerh: te 
: | 1 
Agriculture aes o 
Commerce 3, 599, 387 | 
Interior: | 
Petroleum Administration | | 
RON on ce i anal , 795, 000 | 
Defense Solid Fuels Ad- | | | 
ministration ____- 158 
Defense Minerais Admin- | 
istration... » se 
Defense Electric Power | 
Administration | 
Defense Fisheries Admin- | 
istration .__._- | 
Defense Transport Adminis- | 
tration. | 








“1 | $760, 000° ~” $708, 240 


2, 960, 000 














3, 756, 660 





1 Does not include one application denied on Feb. 27 and later approved on Mar. 2, 1951 for $15,000. 

2 Amount requested. 

3 Amount actually approved. 

NOVEMBER 18, 1950. 
Subject: Applications for Certificates of Necessity TA-1 through 8, Jones & 
Laughlin Steel Corp. 
Dr. Epwarp CC. WELSH, 
Special Assistant to the Chairman, 
National Security Resources Board, Washington 25, D. C. 

DeAaR DR. WetsH: I am here summarizing the background facts and our 
recommendations on the Jones & Laughlin Steel Corp. applications. .You are 
already familiar with the details through our previous discussions. The full 
reports are now being assembled and typed. 

The inducement to expansion of capacity provided for in the accelerated 
amortization section of the Revenue Act of 1950 poses difficult administrative 
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problems. While the aim is to encourage industry to proceed now with ex- 
pansions which would not be undertaken on the basis of normal market 
expectations, there are wide differences of opinion as to probable market 
conditions following the present emergency. The matter is further complicated 
by the precedent of a shift from 100 percent certification to 35 percent certifica- 
tion toward the middle of World War II, and by the fact that certifications 
granted now must be made in contemplation of the over-all expansion of ca- 
pacity yet to be made in connection with the defense production program. 

There is no question that all these facilities for which certification is sought 
are necessary to the defense effort, because ingot steel and steel products are 
essential to defense production and eapacity is short of requirements. We feel 
that all added facilities, when judged by the outlook for a civilian economy after 
the end of 1955, will fall into three general classifications, as follows: 

Class 1. Facilities which without substantial conversion should find full 
and profitable use in the civilian economy. 

Class 2. Facilities which without substantial conversion may be used to 
produce a produce for which there is no assurance of a full and profitable 
civilian market. 

Class 8. Facilities which with or without conversion would not be usable 
to produce at a profit. 

Steel ingot production, taken by itself, presents the following picture. Ca- 
pacity is now about 100 million tons per year. Prior to the Korean incident 
the steel industry had embarked on an expansion program to provide roughly 
3 million additional tons of capacity. Following that incident, and in response 
to the request of Secretary Sawyer, the industry revised its immediate expansion 
program upward, until it now has scheduled an expansion which will bring 
capacity to about 110 million tons. Our present knowledge of defense and 
other civilian needs indicate that a second major expansion may be required be- 
fore 1955, though opinion has not crystallized as to its size. Were this second 
expansion to approximate or surpass that which is now scheduled, the total 
expansion would exceed the rate of growth of the steel industry for any previous 
5-year period. It is clear that until very recently the steel industry regarded an 
expansion of more than 3 million tons as beyond that required by the civilian 
economy in the immediate future. There is no substantial unanimity of opinion 
as to whether an expansion which would approximate or surpass the one now 
scheduled would or would not exceed that required to meet the needs of an 
expanding civilian economy after 1955. 

Land is in a class by itself insofar as concerns the propriety of certification. 
In general the value of land is not effected by the passage of time nor by 
obsolescence, because it is determined essentially by the use to which it is or 
could be put. Moreover, except for accelerated amortization under certification, 
the owner has no depreciation deduction for his land, so that from a practical 
point of view any amortization which he receives is an extraordinary benefit. 
In TA-1 we recommend that the land be deleted from the appendix A. 

Replacements we have handled, as previously agreed between us, by the 
ratio of the productive capacity of the expanded facility compared with its 
-apacity if none of the existing facilities were to be dismantled and replaced. 

The applicant has submitted amended appendix A summary sheets on each 
application in order to simplify certification by eliminating all those estimated 
expenses which will not be capitalized and also the ineligible portion of the 
cost of any facility on which construction had commenced prior to January 
1, 1950. 

The attached analysis sheet shows in the first column the estimated cost for 
each application as originally submitted. The second column shows the revised 
cost as stated in the amended appendix A. The 3 percentage columns show, first, 
the percentage of such revised costs after deducting allowance for replacements ; 
second, the percentage allowance for postemergency utility; and, third, the over- 
all percentage recommended for certification. The final column applies this over- 
all percentage to the estimated costs for which certification is recommended, in 
order to show the estimated dollar value of each certificate. 

The method by which we arrived at the percentage allowance for the replace- 
ment factor is largely arithmetic. The second percentage, which makes allowance 
for postemergency earning power of the facilities, is largely a matter of judgment, 
arrived at in each case as follows: 
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TA-1, TA-2, and TA-3.—The open hearth, the blooming and slabbing mill, and 
the scarfing yard are all equally necessary to increase production of ingot steel 
at the Pittsburgh works. These facilities belong ia class 2, since it is not certain 
that all ingot steel capacity will be in full profitable use after 1955. These 
facilities will require no conversion to continue to produce ingot steel. If there 
were no question as to the ability of the civilian economy to absorb the proposed 
increase in capacity, we would recommend 50 percent certification (after deduc- 
tion for land, replacements, etc.), because, in our considered judgment, something 
in the neighborhood of 50 percent certifications would be required to expedite 
the first steel program. However, since there is no substantial agreement that 
all ingot steel capacity will be in full profitable use after 1955, and lacking an 
exact mathematical formula for close calculation of the admitted risk, we feel 
that 75 percent fairly covers the risk on all of these facilities. After deductions 
for land and replacements, the 75 percent level results in our recommendations of 
68 percent for TA-1, 37 percent for TA-2, and 75 percent for TA-3. 

TA-—4.—The bar mill requires consideration of the probable postwar market 
for hot-rolled steel bars. Civilian consumption of this semifinished steel product 
has been dropping tu terms of output compared to capacity in the light of the 
over-all rate of steel production. World War II experience indicates that a war 
economy steps vu" the demand for hot-rolled bars, but as yet we are unable to 
judge whether t» | yuired increase in bar mill capacity will match or will outrun 
the probable int. in ingot steel capacity. We feel that 80 percent makes fair 
allowance for th« risk, which obviously is greater than that on steel ingots. 
After allowance for the heavy degree of replacement, we recommend 38 percent 
for the bar mill. 

TA-5.—The coke ovens belong in class 2 along with the open-hearth shop, the 
blooming mill, and the scarfing yard, because their output is essential in the pro- 
duction of ingot steel. Additional coking facilities are needed not only for steel 
expansion but also to maintain present levels of steel production. Moreover, 
weight must be given to the pressing defense demand fr larger supplies of 
coke byproducts such as benzine and toluol. Since there is no replacement, we 
recommend 80 percent for the coke ovens. 

TA-6.—The rod mill will produce high-quality steel rods suitable for making 
cold-rolled wire, which is increasingly needed for mass production on modern 
machinery of a wide variety of defense and civilian items. This case falls be- 
tween class 1 and class 2 and therefore is entitled to somewhere between 50 and 
75 percent for risk. After replacement allowance, we recommend 48 percent 
certification for the rod mill. 

T A~?.—The new electrolytic tin plate line is the only one of the eight facilities 
in class 1, because it will make a product for which the postemergency civilian 
market appears unquestioned. But we must also consider the critical need of 
conserving pig tin. Electrolytic plating, as compared with hot-dip, requires 
a very much smaller amount of pig tin to produce the same amount of tin plate. 
Moreover, although possible military needs are not yet defined, we understand 
that this new Aliquippa line will be one of the very few in the country equipped 
to produce electrolytic tin plate heavy enough to be acceptable in packaging food 
products for the armed services. No replacement is involved in this case. We 
recommend 50 percent certification for the new electrolytic tin plate line. 

TA-8.—The new ore bridge and unloading facilities at Cleveland will greatly 
accelerate the rate of unloading ore and so permit much shorter turn-around 
time for the ore boats. Moreover, rebuilding the ore dock to carry the much 
heavier new equipment will create storage capacity for an additional 230,000,000,- 
000 tons of ore without additional capital outlay. As an essential step in making 
ore available to maintain production of ingot steel, these facilities would fall 
in class 2. Increased ore-handling and storage facilities at the lower lake ports 
have great strategic value as insurance against possible damage to the Soo 
locks. After allowance for replacement, we recommend 80 percent certification 
for the new ore bridge, the new unloading facilities, and the rebuilding of the 
ore dock. 

Very truly yours, 
FRANK R. CREEDON. 
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Jones & Laughlin Steel Corp.—Analysis of value of certification recommended 
by National Production Authority 





Percentage after; Recommended for 
Cost estimate allowance for certification 





a Post- 
e- | emer- er- 
Original place- | gency | cent- 
utility age 





$60, 959, 100 
23, 762, 300 
4, 625, 000 
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1 Deletion of land TA~1 results in $54,241,774 balance of estimated costs recommended for certification. 


DEPARTMENT OF THE INTERIOR, 
Washington, D. C., April 8, 1951. 
Hon. Witit1AmM H. Harrison, 
Administrator, Defense Production Administration. 


My Dear Mr. Harrison: I am transmitting herewith, for your consideration, 
a statement commenting upon the Defense Production Administration memo- 
randum of March 1, 1951, describing the administration of the accelerated amorti- 
zation program to date. 

In this statement, we have attempted to put accelerated amortization in the 
setting of the particular expansion needs of this emergency period, to analyze 
the cost implications of the high level of percentages so far established, to analyze, 
further, the basic reasoning underlying these high percentages, and to relate 
accelerated amortization functionally to the other available expansion devices. 
Our position, as expressed in this statement, is in favor of a significant lowering 
of the level of percentages for new facilities having a reasonable prospect of 
postemergency economic value, for a relation of accelerated amortization actions 
to programmed expansion, and for an integrated utilization of all of the expan- 
sion tools. 

In forwarding this statement, I am fully aware of the fact that the recom- 
mendations of this Department, on individual applications referred to us for 
processing, have been generally in line with the pattern of percentages originally 
established by the National Security Resources Board for the steel industry and 
thereafter extended to certain other industries. 

However, because of my concern with this problem I have admonished each 
of the Defense Administrations under my jurisdiction to program their needed 
expansion as carefully as possible and to be more conservative in their recom- 
mendations of percentages of accelerated tax amortization. In some instances 
I have requested restudy of recommendations which have come to me in the 
interest of reducing the rates. We have expressed our concern with this problem 
to members of your staff. 

I believe it is necessary now that we make sure that the program is as soundly 
and conservatively based as possible and I therefore urge your serious considera- 
tion of these comments as you are crystallizing the policy which will guide all 
of us in making recommendations concerning accelerated tax amortization, as 
well as the use of other forms of financial assistance, such as direct Govern- 
ment loans, guaranteed loans, and guaranteed purchase contracts. 

Sincerely yours, 
Oscar L. CHAPMAN, 
Secretary of the Interior. 
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COMMENTS OF THE INTERIOR DEPARTMENT ON DPA MEMORANDUM RE AMORTIZA- 
TION OF EMERGENCY FACILITIES UNDER SECTION 124A OF THE INTERNAL REVENUE 
Cope, Maron 1, 1951 

INTRODUCTION 


Government policy conceives the current emergency to be one requiring an 
immediate and substantial increase in military strength and the maintenance of 
that strength against any military eventuality over an indefinite period of time; 
the assurance of the essential productive capacity needed to support a sufficiently 
strong and growing economy to enable us to carry a heavy defense program 
for an unlimited period with minimum controls upon the economy during the 
long term; and the imposition of such economic restrictions and controls dur- 
ing the short term as are necessary to permit the needed increase in the output 
of military supplies and the needed expansion of facilities for military and 
essential civilian production to be achieved as quickly as possible. 

In this respect, the current emergency differs from the early World War II 
period when the country was preparing rapidly for a global war. Then, the 
obje ..e was to convert all possible capacity to military production, to provide 
any © cditional capacity needed for that purpose, and to do both as quickly as 
possible at whatever temporary impairment of the domestic economy might be 
necessary, consistent with a short-term, all-out national effort. The current 
emergency differs from the early World War II period further in that there 
was considerable more flexibility and elasticity in the economy at that time 
than there is today. The country was then emerging from a period of relatively 
low economic activity ; its productive facilities were by no means fully employed. 
Before Korea, on the other hand, the country’s productive facilities were virtually 
completely utilized for civilian production. To sustain that high level of eco- 
nomic activity and, at the same time, to provide the facilities needed for mili- 
tary production puts a heavier premium upon facilities expansion now than in 
1941 and a particularly heavy premium at this point of time in the present emer- 
gency upon an extensive facilities expansion program. 

Accelerated amortization is concededly a necessary and useful facilities expan- 
sion device, but it does not follow that it should be relied upon as the principal 
expansion tool for achieving broad facilities expansion, as under the present 
policy. This policy, which has resulted in an average of 72.5 percent of the cost 
of the facilities aiready certified being subject to accelerated amortization, it is 
submitted, will lead to excessive cost to the public. 

The facilities for which accelerated amortization is being sought appear to be 
essentially facilities of a type that are basic to the long-term needs of the 
economy, e. g., integrated steel and aluminum facilities, freight cars, and basic 
petroleum refining facilities, and therefore facilities with intrinsic long-term 
economic value. Since it is fair to assume that a full employment economy will 
be maintained for some period of time, whether or not the emergency is of long 
duration, these facilities can also be expected to have an actual high degree 
of economic utility after the emergency. The average of 72.5 percent for ac- 
celerated amortization allowed under the present policy, however, presupposes 
that the certified facilities will have an average postemergency economic value of 
about 30 percent. The present policy, moreover, seems to assume that the needed 
new facilities will suffer the full impact of any reduction in demand after the 
emergency, whereas, because many of the new facilities will be more efficient than 
the older facilities, the older facilities will probably suffer rather than the new. 

It is agreed that the expansion of needed facilities must be achieved as 
quickly as possible. It is also agreed that facilities expansion should be achieved 
so far as possible by private financing and with a minimum of Goverment inter- 
vention. Within these limits, however, sound public policy dictates that facili- 
ties expansion should be achieved at a minimum cost to the public. A pay-as- 
we-go fiscal policy and the inflationary effect of excessive cost makes this an 
essential objective. 


1It is to be noted that the Special Committee Investigating the National Defense Pro- 
gram found that, with reference to facilities valued at $6 billion for which 100 percent 
necessity certificates were issued during World War IT, the cost of the war could have 
been reduced by $3 billion. (S. Rept. 440, pt. 6, 80th Cong., 2d sess., 1948, pp. 233-234.) 
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THE COST OF THE PRESENT AMORTIZATION POLICY 


The approximately 4,100 applicstions filed to date for accelerated amortization 
certificates represent total investynents in excess of $11,500,000,000.2 The certifi- 
cates already issued involve estizaated investments of $3,500,000,000. As a bench 
mark, it is to be noted that capital expenditures for new facilities in 1951 are 
expected to amount to $24,000,000,000. 

It is estimated that, of the $11,500,000,000 investment involved in the applica- 
tions filed to date, nearly $5,000,000,000 would be financed, during the short 
term, out of tax revenues under the present amortization policy, and, depending 
upon the useful life of the facilities and the postemergency tax rate, that the 
total cost to the public over the long term could be $2,500,000,000 to $3,000,000,000. 
While it is difficult to judge the amount of the saving to the public that would 
result from a more conseryative amortization policy, it is apparent that the 
present average percentage is too high and that a substantially lower average 
would reduce the cost to the public significantly. The analysis that follows is 
intended to point out the magnitude of the cost of the present amortization policy, 
rather than to try to measure it precisely. 

Assuming an average normal life of 25 years for the certified facilities and 
an average percentage of 70 percent for amortization, the 5-year write-off for 
the facilities for tax purposes would amount to 76 percent of their total cost, 
or a 56-pereent write-off in excess of normal depreciation.* Translated into 
dollars, the total 5-year write-off for investments aggregating $3.5 billion would 
be more than $2.6 billion, or a write-off in excess of normal depreciation of more 
than $1.9 billion. With an effective tax rate of 77 percent, the certificates already 
issued for facilities estimated to cost $3.5 billion could amount to a loss of tax 
revenue during the emergency of over $1.5 billion.* 

Given a constant ratio of denials of applications of about 2 percent, a constant 
average of 70 percent for accelerated amortization, and a constant tax rate 
of 77 percent, the total applications already filed could result in a loss of 
tax revenue during the emergency of nearly $5 billion. Whatever the amount 
of the actual total cost of the certified facilities, an average of 70 percent for 
accelerated amortization and a 77-percent tax rate means that more than 43 
percent of the cost will be financed, for the short run, out of tax revennes. If 
the total investment in facilities certified over the next few years amounted, 
say, to $30 billion, which is not considered at all unlikely, the short-term loss 
of tax revenues could therefore approximate $13 billion. 

While the average percentage for amortization may decrease and some of 
the firms receiving amortization may not be subject to the excess profits tax rate, 
these considerations tend to be offset by the probability of a significant increase 
in the total investment for which accelerated amortization will be sought, as 
further applications are filed, as well as by the likelihood of an increase in the 
effective tax rate. 

The foregoing cost estimates, of course, de not take account of postemergency 
tax recoveries, nor of the interest cost to the Government on the funds thus 
made available to industry during the emergency, at a rate of about 214 percent. 
For facilities haying post-emergency economic value, accelerated amortization 
is an interest-free “loan,” repayable in part after 5 years. If the useful life of 


2During World War II, some 41,000 applications were granted for facilities estimated 
to cost $7.3 billion. 

3 For purposes of accelerated amortization, the Congress, in effect, has assumed a 5-year 
emergency period, as during World War II. Since the 5-year period begins to run with the 
month in which a facility is completed, or, with the succeeding tax year, the 5-year period 
will be different for different facilities. Thus, for a facility constructed in 1951, the 
5-year period of accelerated amortization would probably be 1951-6: for a facility com- 
pleted in 1953, the 5-year amortization period would probably be 1953-58. 

*Pven if all corporations were subject to the present over-all limitation of a 62-percent 
tax rate, the loss of tax revenues during the emergency would be over $1.2 billion. If, 
as recommended by the Treasury Department, however, the combined normal, surtax, and 
excess-profits tax were raised to 85 percent, the loss would be nearly $1.7 billion; if the 
over-all limitation were set at 70 percent and all corporations were subject to such limi- 
tation, the loss would be nearly $1.4 billion. 
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the facility is long, for either civilian or military purposes, and the tax rate 
drops substantially after 5 years, the amount repaid will be low. If the life is 
short and the tax rate remains high, the amount repaid will be greater. In 
the past, the tax rate has traditionally dropped after war emergencies, but, even 
if the tax rate does not decline after 5 years, the public will bear the cost of 
interest on the tax payments postponed during the emergency—a factor of very 
real value to the firms receiving accelerated amortization. 

Thus, with an effective tax rate of 77 percent during the emergency, and an 
average postemergency tax rate of 45 percent, only 58 percent of the “loan” 
(equal to more than 43 percent of the investment in facilities assumed to have 
an average useful life of of 25 years) would be repaid; if the average post- 
emergency tax rate were 55 percent, 69 percent of the loan would be repaid. 
Including the cost of interest, the total cost to the public would be 29 percent of 
the amount of the total investment involved if the postemergency tax rate were 
45 percent, and about 21 percent if the postemergency tax rate were 55 percent. 
At the lower rate, the total long-term cost of the estimated investment of $11.5 
billion involved in the applications already filed would amount to more than 
$3 billion; at the higher rate, the total long-term cost would amount to about 
$2.5 billion. If the total investment involved in facilities certified over the next 
few years amounted to $30 billion, the total long-term cost would be almost $9 
billion (at the lower rate) and more than $6.5 billion (at the higher rate). 

Although the long-term cost to the public must be weighed against the short- 
term cost, the short-term cost should not be minimized by undue emphasis on 
the lesser, long-term cost. Under a pay-as-we-go tax policy, the short-term loss 
of revenue must, of necessity, be compensated for by increasing the already heavy 
tax burden of the people as a whole; i. e., by shifting the tax burden of a rela- 
tively few corporations to other tax-paying segments of the public.’ Moreover, 
if accelerated amortization is included in prices as well as for tax purposes, it 
could have a significant inflationary effect as well, at a time when inflationary 
pressures are otherwise inordinate. 


AMORTIZATION AS AN INCENTIVE 


The high percentages being granted for amortization are the result of using 
accelerated amortization as an “incentive,” rather than as a means of com- 
pensating for genuinely accelerated expiration of economic utility, the same in 
character although more rapid in rate than normal depreciation for tax purposes. 

Certainly, it is expected, and the Congress assumed, that the Government 
should compensate industry for unusual risk occasioned by abnormally short 
economic utility of needed new facilities due to postemergency economic condi- 
tions or unusual costs. This is especially true of facilities for the production of 
military end items. But even for many of the facilities producing military 
products, total cessation of the emergency will not necessarily entail complete 
loss of their economic value. For those facilities, on the other hand, whose 
products are used in identical form for both civilian and military purposes, 
cessation of the emergency may entail no less at all, and generally where this 
is true no special incentive should be needed over and above fair compensation 
for unusual cost, if any. Some of the new facilities for the production of such 
products may be less economic than the older facilities, but the converse will 
frequently be true, in which case the new facilities will remain in full use not- 
withstanding a drop in postemergency demand and the older, less efficient plants 
will probably be abandoned. 

The obsolescence of existing facilities is a factor which has not been given 
adequate consideration under the present amortization policy. If a firm is now 
using an old plant which would have to be replaced within 5 years even at pre- 
Korean levels of demand, normal profits and normal depreciation during 5 years 
would constitute full compensation for the construction of a new plant now. 
Even if the firm would normally wait somewhat longer than 5 years before 
replacing its less efficient present plant, anything approaching 100 percent ac- 
celerated amortization would be excessive compensation. High percentages for 
amortization are nevertheless being granted for industries where there is a high 
degree of obsolescence in existing plant, e. g., the steel industry. 

Granting the appropriateness of 100 percent amortization for facilities with no 
likely utility after the emergency (excluding consideration of scrap value), it is 


5The likely effect of the present amortization policy will be to cut the tax rates for 
corporations receiving necessity certificates at least in half. 
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obvious that high percentages, in the neighborhood of 60-85 percent, for facilities 
which can reasonably be expected to have postemergency utility are discrimina- 
tory; that relatively greater assistance is being given to the latter than to the 
former type of facility, contrary, it would seem, to the intent of Congress. In- 
deed, percentages of less than 50 percent for accelerated amortization appear 
to be regarded as of little or no value, whereas, in fact, for facilities having 25 
years usefulness, 40 percent accelerated amortization would permit a 55-percent 
write-off of the investment in 5 years, or 32 percent in excess of ordinary deprecia- 
tion; 20 percent amortization would permit a 40-percent write-off in 5 years, or 
20 percent in excess of normal depreciation. This discrimination in favor of 
facilities with likely long-term utility appears to be due to a failure to differen- 
tiate between compensation for unusual risk plus normal profit and providing 
for an added incentive in the form of extraordinary profit. 

One hundred percent accelerated amortization will not permit a firm to recoup 
its investment in 5 years, let along make a profit, if the output of the certified 
facility is sold at a price which includes only normal depreciation and a small 
margin, although, in general, a firm’s total profit, including profit from other 
sources, can be expected to make up the difference. Where this is not the case, 
something in addition to 100 percent accelerated amortization may have to be 
offered as an incentive to bring forth needed expansion, as, for example, an 
increased price or a guaranteed market. In other cases, however, bigh percent- 
ages for amortization under the incentive theory may be more than is needed 
to compensate for risk of loss of economic value plus normal profit, thus including 
needless subsidy. This is particularly true where the high percentages are 
applied on an industry-wide basis—a point which is discussed below. 

While recognizing that incentives may be needed in addition to accelerated 
amortization, it is believed that these incentives should be supplied insofar as 
possible through the use of the other expansion devices provided by the Con- 
gress. The expedient use of the other available tools has not been fully con- 
sidered, nor does consideration appear to have been given to other possible 
expansion measures, such as DPC legislation ; on the contrary, the present policy 
of aimost exclusive reliance upon amortization for expansion purposes is jus- 
tified, in part, by the lack of such legislation. At least, if amortization is to be 
used as an incentive, it is recommended that “incentive” be defined and that 
criteria be established for distinguishing between risk plus normal profit and 
extraordinary profitability, and for measuring these two factors. 


INDUSTRY-WIDE PERCENTAGES FOR AMORTIZATION 


A fundamental aspect of the present amortization policy is the establishment 
of identical percentages for facilities producing the same product. These indus- 
try-wide percentages have been established at a sufficiently high level to enable 
small companies and those in weak financial condition to participate in the ex- 
pansion program along with the larger and stronger companies. Admittedly, 
then, the large companies and those in relatively good financial condition are 
receiving unnecessary gratuities. Furthermore, as indicated above, industry- 
wide percentages cannot take account of the needs of individual firms—e. g., 
in terms of prices and tax status—without resultant inequity, on the one hand, 
and needless subsidy, on the other. To put it differently, an industry percent- 
age by itself is meaningless; it is the net benefit to the individual firm that de- 
termines whether the percentage granted will produce new facilities. 

Industry-wide percentages do not permit either of differentiations for the pro- 
motion of dispersal of industry, protecting small business, strengthening regional 
economies, and invigorating competition. In industries where expansion needs 
are great, relative to existing capacity, and where existing, large firms within 
the industry must be relied upon primarily to provide the new emergency facil- 
ities, a high industry percentage would tend to increase the concentration of 
economic power and to lessen the chances of growth of competition in the indus- 
try after the emergency. Moreover, there is serious doubt that industry-wide 
percentages can bring forth the particular kinds of facilities needed, on a sched- 
uled time basis, and at desired locations. 


*It should also be noted that the present practice is to round out the percentages for 
amortization to the nearest 5 percent. There seems to be no reason for not rounding 
out to the nearest 1 percent instead, and several reasons for doing so, among them the 
cost involved. On the basis of the figures cited above in the text, it is clear that the 
difference, in terms of cost to the public, of 2 or 3 percent for a facility involving an 
investment of several million dollars is not insignificant. 
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Industry-wide percentages also overlook the possibility that many of the new 
facilities acquired now will have full economic utility after the emergency even 
if there is a contraction of demand; that contraction of demand may affect other 
producers with less efficient plants who do not now expand. 

For these several reasons, there is serious question about the wisdom of giving 
high percentages to some firms because they are needed by others. Such a policy 
inevitably means that firms that need no special assistance will actually get lar- 
ger benefits than those firms needing special assistance, 

It is recognized that there are valid considerations of administrative expedi- 
ency which have led to the adoption of industry-wide percentages, but it is be- 
lieved that their inherent deficiencies more than outweigh the administrative 
problems involved in considering individual applications on a case-by-case basis. 
Many-of these difficulties could be obviated, if individual cases were evaluated 

gainst planned expansion programs for given industries, buttressed by indus- 
try economic analyses. With such programs and analyses it should at least be 
possible to establish a range of percentages for each of the major industries 
within which most of the applications for amortization would fall. Such 
ranges should result in some percentages for facilities not yet certified lower 
than the percentages granted for similar facilities already certified, thus crea- 
ting some inequities in favor of those firms which have already been granted 
amortization certificates. In general, of course, taxpayers in the same industry 
should be treated equally, but there is no “iron rule of equal taxation.” More- 
over, since there are applications on hand, and others can be expected, from both 
large and small companies, no particular size firm would bear the brunt of re- 
duced percentages resulting from the introduction of ranges as a substitute for 
uniform industry percentages, On the contrary, it would seem, such a revision 
would be of particular help to small business, 


AMORTIZATION AS A FINANOING DEVICE 


Another fundamental aspect of the present amortization policy is the concep- 
tion of accelerated amortization as a financing device. This concept, in fact, 
seems to underly the high industry-wide percentages which, as shown, result in 
amortization being granted where not otherwise necessary, or in greater 
amounts than otherwise necessary. 

Accelerated amortization can obviously be of assistance to firms with financing 
problems, especially newcomers to given industries and small firms, since greater 
net income after taxes is thereby made available with which to repay borrowed 
capital. The finance-facilitating feature of accelerated amortization, however, 
is an incident of this device and should not, except in unusual circumstances, 
be regarded as its purpose. And, in no circumstances, should extraordinary 
profits be included in accelerated amortization allowances to facilitate private 
financing. 

Generally, the dnancial condition of industry is good. Where unusual risk 
or cost is an impediment to private financing, percentages for accelerated 
amortization which compensate for risk plus normal profit should be sufficient 
to facilitate private financing. Where this is not the case, or where there is no 
justification for accelerated amortization in terms of possible loss of econoraic 
value, capital can be provided by direct Government loans or by Government 
guaranties of private loans. Although losses may be sustained by the Govern- 
ment as a resuit of such loans or guaranties, the loss would almost certainly 
be less than the cost of giving a firm a large part of its investment in order to 
make it possible to raise the rest privately. 

The unwisdom. of using amortization for purely financing purposes is even 
more apparent when employed in connection with direct Government loans. 
Present policy, it is understood, requires a borrower to apply for accelerated 
amortization, whether he wants it or not, as a condition of obtaining a loan. 
By granting amortization certificates in these circumstances, the Government 
in effect is insuring itself against partial nonpayment of its loans by giving the 
borrowers money with which to pay them back. 


PROBLEMS IN THE USE OF AMORTIZATION 


Probably the most difficult problem involved in the use of accelerated amortiza- 
tion is that of evaluating the postemergency economic value of new facilities 
acquired now. 
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The percentage for amortization must be set at the time of expansion, yet it 
is impossible to determine in advance the extent of the possible economic loss 
intended to be covered. Moreover. a postemergency decline in total demand for a 
product is no indication of the loss in sales to be suffered by a particular firm, 
as has previously been pointed out. In many cases there is no simple connection 
between the loss of sales by a firm and the loss of value of a particular facility 
of that firm. The extent of the loss to be compensated for is also uncertain 
because of doubt as to whether construction costs after the emergency will be 
higher or lower than current costs. Finally, the date of possible economic loss 
is not known inasmuch as the emergency may last beyond the 5-year period 
assumed by Congress for amortization purposes. 

All of these factors point to the desirability of exploring the possibilities of 
permitting adjustments of accelerated tax amortization on the basis of actual 
loss at the end of the emergency period, when the amount of the loss is deter- 
minable. This approach would permit more expedition at present, insure the 
full intended return to the taxpayer when prices and sales do not affect the 
accelerated amortization allowance, prevent undue and unintended tax revenue 
losses by the Government, and generally afford more equitable treatment as 
between all taxpayers granted accelerated amortization. There are possible 
alternative methods for carrying out such adjustments, which should be ex- 
plored. One such method might be to amend the provisions of the Internal 
Revenue Code in respect to accelerated obsolescence so as to permit businessmen 
investing in defense facilities to write off the remaining cost of such facilities 
retroactively upon an actual showing of lack of postemergency usefulness due 
to economic factors for accelerated obsolescence. While the burden of proof 
wouid be on the taxpayer to show that accelerated obsolescence has occurred, 
as under the present law, the broadening of the basis for granting accelerated 
obsolescence would enable taxpayers presenting bona fide cases to overcome an 
administrative hurdle which in the past has prevented reasonably full use of 
obsolescence allowances. Because this general approach requires new legislation, 
however, it is offered as a possible ultimate solution. 

For the immediate present, it is believed that the problem of measuring 
postemergency utility could be substantially reduced if reasonable, uniform 
assumtions were to be established by DPA as to the level of economic activity and 
the size of the military budget after 5 years. Given such assumptions, and 
the expansion programs and industry analyses mentioned earlier, it should be 
possible to establish a considerably lower level of percentages than those estab- 
lished under the present policy, without impeding needed facilities expansion. 


USE OF OTHER EXPANSION DEVICES 


As indicated above, it is believed that more effort should be made to employ 
effectively the other available expansion devices, particularly the financing 
devices, and to integrate their use with the use of accelerated amortization. 
The lending authority, for example, appears to have been used only slightly, 
presumably due very largely to the use of accelerated amortization as a financing 
device. The loan guaranty authority under section 302 of the Defense Produc- 
tion Act has not been invoked at all, apparently for the same reason. As between 
direct Government loans and Government guaranties of private loans, the latter 
would seem to be generally preferable, both from an economic and an admin- 
istrative standpoint: (1) They are probably less inflationary; (2) they require 
less Government staff and administrative machinery; and (3) they do not enter 
into the Federal budget and thus affect deficits and taxes. 

For this reason, and because of the objection to using accelerated amortization 
as an aid in obtaining private financing, consideration should be given to more 
extensive use of loan guaranties. 


CONCLUSION 


The burden of the foregoing argument is for a lowering of the average level 
of percentages for amortization ; not for a curtailment of investment in facilities 
expansion. Although the lowering of amortization percentages will inevitably 
result in inequities as between the early-comers and later-comers, the present 
high industry-wide percentages are themselves creating inequities within indus- 
tries, especially as between the large and the small companies. More im- 
portantly, the inequities inherent in a lowering of the amortization percentages 
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now would be more than offset by the greater degree of equity that would be 
achieved in the long run as between the various groups of taxpayers, and 
particularly if the current emergency should continue for a protracted period 
of time. 

Careful consideration should be given to the integrated use of all of the 
available expansion devices and to other useful devices not yet available, this 
being essential to the lowering of the level of percentages for accelerated 
amortization and, generally, to the achievement of needed facilities expansion 
at minimum cost to the public. 

Finally, all of the expansion devices, including accelerated amortization, 
should be used against programed expansion needs, thereby assuring that the 
particular kinds of new productive capacity will be provided, when and where 
needed, and permitting the facilities expansion program to be related to the 
allocations and price-control programs. 
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